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Section two of Chapter 283 of the Public Acts of 1911 
provided for the appointment by the Governor, within sixty 
days after the passage of the Act, of '*a commission of three 
disinterested persons to examine into the system of the taxa- 
tion of railroads and street railways located partly or wholly 
within this state, and also of all other corporations paying taxes 
to the state, and the statutes relating thereto, and to make such 
recommendations in connection therewith to the next general 
assembly as shall seem to them advisable.'* 

This Commission so authorized, and thereafter appointed 
by His Excellency, Governor Baldwin, respectfully submits 
the following report, giving the results of its investigations, 
with such recommendations as the conclusions warrant, as re- 
quired by the statute. 
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INTRODUCTION 

Work of the Commissioii : — ^In accordance with the pro- 
visions of Section 2 of Chapter 283 of the Public Acts of 1911 
His Excellency Governor Simeon E. Baldwin, on November 
20, 1911, appointed as members of the Special Tax Commission, 
as provided, John J. Walsh of Norwalk, Fred R. Fair- 
child of New Haven and William H. Corbin of Hartford. 

The Commission organized by electing John J. Walsh as 
chairman, and William H. Corbin as secretary. 

So that the ideas of those interested in this matter could 

be secured, the Commission on January 10th, 1912, sent out a 

letter to the members of the General Assembly of 1911, the 

congressional delegation, former governors, many judges and 

attorneys, representatives of the corporations included in the 

scope of the investigation, business men's associations, * and 

boards of trade. The letter was as follows : 

Hartford, Conn., January 10, 1912. 
Dear Sir: 

Section 2 of Chapter 283 of the Public Acts of 1911 provides as 
follows: 

"Within sixty days after the passage of this act the 
governor shall appoint a commission of three disinterested 
persons to examine Into the system of the taxation of rail- 
roads and street railways located partly or wholly within 
this state, and also of all other corporations paying taxes 
to the state, and the statutes relating thereto, and to 
make such recommendations In connection therewith to 
the next general assembly as shall seem to them advisable." 
The Commission appointed by His Excellency, the Governor, in 
accordance with the above act wishes to secure all the Information 
possible relative to any practical and desirable changes In any of the 
present statutes of this State which now govern the taxation of cor- 
porations paying taxes to the State. 

To this end the Commission desires the co-operation of all inter- 
ested in this subject, and requests your opinion as to any defects in 
the present laws of this State relating to the taxation of such cor- 
porations and your recommendations for improvements. 

An early reply is desired as it is Important that these suggestions 
be received prior to the public hearings which the Commission may 
hold. 
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In addition, the Commission would be pleased to receive from you 
the names of any persons whom you may know, who are specially 
qualified to give Information or assistance in the consideration of 
this matter. 

Yours truly, 
Special Commission on Taxation of Certain Corporations. 

In answer to the above letter, a few communications were 
received which were suggestive, but not nearly so many as the 
Commission had hoped for. 

On March 8th, 1912, in accordance with due notice, hear- 
ings were held at the State Capitol in Hartford. In the morn- 
ing, the taxation of savings banks and savings departments 
of trust companies was considered. A large number of rep- 
resentatives of savings banks was in attendance, and the dis- 
cussion was very informing and suggestive. In the afternoon, 
the subject of the taxation of the shares of stock of banks, trust 
and insurance companies was discussed by a large number of 
representatives of such institutions who were present. There 
was active argument on the subject of the basis of taxation 
of such shares; that is, as to whether it should be on the book 
value or market value. 

On March 25th, 1912, hearings were held at the State Cap- 
itol, Hartford, in the morning on the taxation of mutual in- 
surance companies other than life, and on the present statutes 
taxing investment brokers and companies. In the afternoon 
the taxation of mutual life insurance companies was discussed 
by representatives of the different companies in the State. 

On April 1st, 1912, hearings were held in the Superior 
Court Room of the Court House, at New Haven. In the morn- 
ing, the taxation of express, telephone and telegraph com- 
panies was discussed by representatives of those companies 
and others. In the afternoon, the taxation of railroads and 
street railways was the subject for consideration. Representa- 
tives of the New York, New Haven & Hartford Railroad Com- 
pany and other railroad corporations participated in the dis- 
cussion. 

On June 3rd, 1912, the members of the Commission 
had an interview by appointment with President Hadley of 
Yale University, who is a recognized authority on railroad 
finance, and he gave his views of the present Connecticut 
statutes relative to the taxation of railroad companies. 

All the members of the Tax Commission attended 
the annual conference of the National Tax Association in Des 
Moines, Iowa, in September, and derived much benefit from 
the discussions on the taxation of public service corporations 
throughout the country and from conferences with members of 
different State tax commissions. The members of the Com- 
mission also attended the first and second meetings pf the 
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Association of New England State Tax Officials, held in Bos- 
ton, in January and December respectively. At the latter 
meeting the statutes covering the taxation of public service 
corporations in the different States were discussed informally 
by the officials of the different States and representatives of 
several public service corporations doing an interstate business, 
and much profit and information was derived. 

The Commission has held a large number of meetings in 
Hartford and New Haven^ and a special effort has been made 
to present accurate information relative to the taxation of the 
certain corporations under its jurisdiction in this and other 
States, and also to present recommendations which will be as 
fair as possible to the State as well as to the corporations. 

It is proper that special mention should be made of the 
large amount of work which has been performed by Professor 
Pairchild in the preparation of the text of the report. 

The Commission also desires to express its appreciation of 
the great assistance and courteolis treatment it has received 
from the officials of the corpor&tions. All requests for statis- 
tics and other information have been promptly and fully com- 
plied with. The Commission also acknowledges its indebted- 
ness to those officials of the various States who have kindly 
complied with its requests for assistance in the preparation of 
the abstracts of the corporation tax laws of the several States. 

Plan of the Beport: — ^In arranging the material contained 
in this Beport the Commission has had in mind not only those 
who wish to make a thorough study of the subject treated, but 
also those who may have only time to acquaint themselves 
with the principal conclusions reached and the recommenda- 
tions offered. With the exception of the first and last chapters 
each chapter deals with a particular class of corporations. At 
the beginning of each chapter there is presented a general sum- 
mary giving very briefly the principal conclusions reached and 
the recommendations made in that chapter. A general notion 
of the contents of the Report may be obtained by simply read- 
ing these chapter summaries. Throughout the text of the Re- 
port, minor details, mathematical examples, and technical 
evidence have generally been printed in small type. The read- 
er may obtain the substance while saving time by omitting 
the sections in small type. Liberal use has been made of head- 
ings and sub-headings in order to enable the reader quickly to 
find the discussion of any particular topic. Chapter XI, pre- 
ceding the Appendix, contains a brief summary of the conclus- 
ions of the entire Report and a statement of all recommenda- 
tions made. The general arrangement of the Report has made 
necessary some repetition, which it is hoped will not interfere 
with its useftilness. 



CHAPTER I 
PUBLIC SERVICE CORPORATIONS IN GENERAL 

I. THE VARIOUS METHODS OF TAXING PUBLIC 

SERVICE CORPORATIONS 

History: — The early tax laws of Connecticut, as else- 
where in the United States, made no mention of corporations. 
Corporations were few in number and it was simply assumed 
that they would be taxed upon their property under the gen- 
eral property tax in precisely the same manner as natural per- 
sons. This was the situation down to the middle of the 
nineteenth century. By that time corporations had developed 
greatly in number and importance, and one after another spe- 
cial methods of taxation began to be devised for the several 
classes of corporations. The development thus started has fol- 
lowed different lines in different States, and at different times 
in the same State, and has resulted in a bewildering variety 
of methods of taxation. Professor Seligman in his •*' Essays 
in Taxation" enumerates and discusses twelve distinct bases of 
corporation taxes. As a matter of fact almost every possible 
method of taxing corporations has been tried by some State 
at some time. Many of the methods developed have been 
clearly defective in principle and have been proved failures 
by experience. At the present time it is safe to say that 
there are only three important methods of taxing public ser- 
vice corporations which may fairly claim serious consideration. 
If we are to find the most satisfactory method of such taxation 
we must find it by choosing one of these three. A brief 
description and criticism of each of these three methods of tax- 
ation is therefore in order. 

The Ad Valorem Basis: — ^By this basis we mean that the 
tax is imposed upon the value of the property of the corpora- 
tion; primarily the value of its physical property, although 
sometimes vnth an additional amount supposed to represent 
the value of ' ' intangible property, " ' * good will, " * ' franchise ' ', 
etc., etc. This was, of course, the original method of taxing 
corporations under the general property tax, excepting that at 
the start the valuation was made and the tax imposed by local 
officials in exactly the same way as for natural persons. This 
crude method of taxing corporations has been abandoned by 
practically all of the progressive States. It was long ago given 
up by Connecticut. The method is entirely indefensible and 
needs no further discussion here. 

The ad valorem basis, however, as used and advocated 
2 
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in progressive States today is sometMng different in that it 
involves a more or less expert valuation of the property of the 
corporation as a whole, made by a State board or officer. As 
thus administered this method of taxation has been advocated 
by some authorities and adopted by a number of important 
States. This method of taxation^ represents, therefore, an at- 
tempt to continue the property basis of taxing corporations 
while providing special machinery in order to obtain a true 
valuation. 

Criticism of the Ad Valorem Basis : — ^Even as thus admin- 
istered, however, the ad valorem basis of taxation is subject to 
serious difficulties. Whatever method is adopted for obtaining 
the value of the corporations' property, the operation is diffi- 
cult and expensive. To be properly performed it requires the 
work of a large force of experts familiar with the technical 
details of the businesses of the corporations concerned. At 
best the element of personal judgment is sure to enter. The 
responsibility thus placed upon the assessing officers or board 
is very heavy. Since thousands of dollars in taxes may be at 
stake, depending merely upon the personal judgment of the 
official, the motive and opportunity for political interference or 
corrupt influence on the part of the corporations concerned, 
is evident. 

Besides practical difficulties, important theoretical ques- 
tions arise. In the majority of cases there is, and can be, no 
such thing as an actual sale of the property of a public service 
corporation. The selling price is, therefore, unavailable as a 
basis of valuation. Shall the appraisal, then, seek to determine 
the original cost of the property or the cost of replacement, 
and if the latter, shall allowance be made for the present con- 
dition dtie to depreciation? As illustrating the complicated 
character of such an appraisal and the heavy cost involved, we 
may refer to the experience of the State of Michigan. In the 
years 1900 and 1901 a valuation was made of the property of 
the railroad companies of Michigan for the purpose of taxa- 
tion. This was the most thorough and scientific valuation of 
its sort ever attempted. It involved not only a physical 
valuation, but also an examination of the financial operations 
of the railroads. The physical valuation alone occupied a per- 
iod of nine months and required a corps of some seventy-^five 
engineers, although not all of these were employed during the 
whole time. The cost of the investigation was dn the neighbor- 
hood of $60,000, which is in addition to an even greater sum 
required for the expenses of the tax commission, a large part 
of whose work was devoted to the same object. 

Another difficulty with this method is its rigidity. Valua- 
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tions when once made are very likely to remain for a consid- 
erable period of years without serious revision. This is caused 
partly by the very fact of the difficulty and expense involved 
in a thorough-going valuation. As a result, such valuations, no 
matter how successfully made at the start, very soon come to be 
unreliable. 

Finally, the valuation of property alone is, after all, not a 
true measure of the worth of the corporation, or of its tax- 
paying ability. The ordinary public service corporation ob- 
tains its earnings and its value from sources of which the 
value of its physical property is only onq element. The 
United States Supreme Court found in the Ohio Express 
Company cases that *' $23,400 worth of horses, wagons, safes, 
and so on, produced $275,446 in a single year.'* Practically 
every attempt to tax corporations upon the value of their 
physical property has shown the insufficiency of this basis 
by itself, and has led to the attempt to correct the results 
thus obtained by means of some other measure. Various at- 
tempts have been made to get at some measure of the value 
of intangible property, good will, franchise rights, etc. For 
example, the State of Michigan after making the elaborate 
investigation mentioned above, was unable to adhere to the 
values thus obtained for the purpose of taxation, admitting that 
such values might either exceed or fall short of the true value 
of the whole system of the corporation. The Michigan com- 
mission was, therefore, compelled to correct its results by fall- 
ing back upon the earning power of the corporations. 

Enough has probably been said to show the serious de- 
fects of the method of taxation based upon an appraisal of 
the value of the property of the corporations. Connecticut 
does not at present use th'iis method for the taxation of any 
class of public service corporations, and it is not likely that the 
State would seriously consider a change to this method. 

The Capitalization Basis :r— By this method we mean the 
imposition of a tax upon the value of the securities of the cor- 
poration. This sometimes includes only the value of the 
stock. To be correct, however, it should include the value 
of stock and bonds. This is the method at present used by 
Connecticut in the taxation of railroad corporations, the tax 
being based upon the market value of stock plus the value 
of funded and floating indebtedness, the whole being 
apportioned as between Connecticut and other States. As at 
present employed in Connecticut this method is decidedly un- 
. satisfactory. Its defects will be pointed out in detail in the 
chapter on railroads. To a considerable extent, however, the 
weakness of Connecticut's method of taxing railroads is due 
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to the numerous exceptions, complications, and other excres- 
cences which have been gradually added to the system during 
a long period of years. Leaving the discussion of these de- 
fects to the chapter on railroads, it is our purpose here to 
criticise the fundamental character of this metiiod of taxation. 

Criticism of the Capitalization Basis :—^There can be no 
question that the basis of the value of securities is far prefer- 
able to that of the physical value of the property. The market 
value of the securities of a corporation under normal condi- 
tions represents the real value of the corporation according 
to the estimate of investors and others who are best qualified 
to judge. When made to include not only the stock but the 
bonds, and perhaps also the floating indebtedness, this gives a 
real measure of the value of the investment in the corporation. 
There are, however, serious difficulties here also. In the first 
place it often happens that the securities of a given corporation 
are not regularly dealt in on the market. Sales may be few 
and scattered, and such scattered sales are qnite apt to be 
entirely insufficient as a measure of the real value of the cor- 
poration's securities. The market value of corporation securi- 
ties is also subject to considerable fluctuation from time to 
time, due to causes external to the business of the corporation 
such as the condition of the money market, the general invest- 
ment situation, etc. Market values are also subject more or 
less to variations in price due to intentional manipulation of 
those in control, or the result of speculative dealings or at- 
tempts to gain control of the management. 

While it might be admitted that these are all considera- 
tions which actually do enter into the value of corporation se- 
curities, yet it cannot be denied that values thus determined 
are at best a poor index of tax-paying ability. In general the 
value of the securities of a corporation depends upon the earn- 
ings which are hoped for. When thi8 is the case, the value of 
the securities is a true guide for the levying of taxes. Those 
who object to this basis of taxation do so, consciously or un- 
consciously, because of the feeling that the market values of 
securities are frequently based on something other than earn- 
ing power. Since this is often the case, and in view of the 
other difficulties involved in the tax on capitalization, the ques- 
tion naturally arises; why not impose corporate taxation di- 
rectly upon the earnings themselves? Earnings are generally 
admitted to be the true index of tax-paying ability, which is 
sought more or less indirectly by other methods of taxation. 

The Tax on Earnings: — The earnings of a corporation are 
the real basis of the value of its property, the value of its 
securities, and its tax-paying ability. This statement will 
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generally be admitted at once, and it is also demonstrated by 
the result of the experience of other methods of taxing cor- 
porations. As a matter of theory, the earnings of a corpora- 
tion are the (mly true measure of its value and its tax-paying 
ability. The basis of earnings is also the simplest in practice 
and the one that involves the least administrative difficulty. 
The weight of authority of economists, practical experts, tax 
commissioners, and others is distinctly in favor of the earnings 
basis. This is the system which is coming into more and more 
favor today. 

Net Earnings vs. Gross Earnings: — ^Before going further 
into the discussion it is necessary to settle the question whether 
the tax shall be based upon net or gross earnings. There can 
be no question that it is net earnings which are the true meas- 
ure of value. Gross earnings may be large or small according 
to the amount of operating expenses. The balance left after 
paying operating expenses out of gross earnings is what gives 
value to any enterprise. It would appear at first, therefore, 
that any tax system to be just should be imposed upon net 
earnings. Here, however, we are at once met with serious 
practical difficulties. While it is a simple matter to ascertain 
the total amount of earnings, it is by no means so simple to 
determine what should be deducted for expenses. Operating 
expenses are more or less a matter of bookkeeping definitions. 
To avoid serious inequality and evasion the tax on net earn- 
ings would require for administration a thorough examination 
into -the accounts of every corporation taxed, together with 
strict rules as to how these accounts should be kept. All of 
this would be required in order to insure that each corpora- 
tion would make exactly the proper deductions from gross 
earnings to obtain net earnings. It would be a continual 
source of irritation between the corporations and the taxing 
officials. It would involve the most disagreeable inquisition 
into the accounts and business of the corporations, and in the 
end there would still remain room for personal Judgment, thus 
leaving open the door to political intrigue and corrupt influ- 
ence. The British system of taxing railroad corporations un- 
dertook to use net earnings as the basis. The Ontario Com- 
mission on Railway Taxation in 1905 found, however, that the 
British attempt to get at net earnings had been virtually aban- 
dcmed, allowance for expenses being made by an arbitrary de- 
duction from gross earnings. 

The practical difficulties in the way of imposing a tax upon 
net earnings seem overwhelming. A further objection arises 
from the fact that a corporation might have no net earnings 
whatever in a given year, and therefore escape taxation en- 
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tirely. While it is true that this might be perfectly just under 
a tax system based fundamentally upon income, we should 
bear in mind that the American tax system is today based 
upon property. The individual whose property has yielded 
him no income in a given year cannot offer that as a reason 
why he should not pay taxes upon his property. While the 
importance of treating corporations and in^viduals upon the 
same footing must not be stretched, there can be little doubt 
that a tax system which would allow corporations having no 
net earnings to escape taxation entirely would be out of har- 
mony with the general tax system prevailing in America 
today. 



II. THE OBOSS EABNINOS TAX 

Advantages of the Gross Eapiings Tax: — The tax on 

gross earnings avoids all the difficulties inherent in the tax 
on net earnings. No corporation can do business without hav- 
ing accounts which will at least show the amount of its gross 
earnings. Gross earnings are a definite fact, ascertained by 
a glance at the accounts, and incapable of argument or differ- 
ence of opinion. The tax on gross earnings can be evaded 
only by perjury of the most obvious sort and capable of 
easy detection. . The gross earnings tax, therefore, has the 
great advantage of simplicity, certainty, and ease of ad- 
ministration. This is an advantage both to the corporation 
and to the State. The amount of the tax on gross earnings 
fluctuates with the prosperity or adversity of the business and 
is, therefore, just to all parties concerned. Moreover, it enters 
each year into the accounts in a definite ratio, and can thus 
be counted on in advance. 

Classification of Corporations Necessary: — ^A serious ques- 
tion remains to be answered. Will not the tax on gross earnings 
be distinctly unfair on account of the great diversity between 
different corporations in their ratios of expenses to earnings t 
The answer is that such injustice is to be avoided by classifying 
corporations according to the prevailing ratio of net earnings 
to gross, and imposing different rates upon the gross earnings 
of the different classes of corporations. 

Investigation shoT(rs, for instance, that the ratio of net earn- 
ings to gross is fairly uniform for the railroads of the country. 
In the same way there is a general prevailing ratio of net earn- 
ings to gross for telephone companies, for express companies, 
etc. Having determined what this prevailing ratio is for each 
class of corporations we are enabled to fix rates for each class 
which will make the tax on gross earnings just to all. It is 
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true, of course that absolute justice as between individual cor- 
porations of the same class is not obtained. The resulting in- 
justice is, however, not great. Careful investigations by the 
Ontario Commission of 1905 and the California Commission of 
1906 have demonstrated that no great injustice will result be- 
tween different corporations engaged in the same business by 
a tax at a uniform rate upon the gross earnings of all. Some 
inequality is unavoidable, but the inequality thus resulting is 
distinctly less than can be easily shown to result from any of 
the other schemes of taxation which are before us. No tax 
system can be absolutely perfect, and it is not a vaHd objec- 
tion against a proposed scheme to point out a defect which 
is present in even greater degree in each of the other possible 
alternative measures. 

We conclude, therefore, that the tax on gross earnings 
presents distinctly the most advantageous method for the taxa- 
tion of public service corporations. 

The Bate of the Gross Earnings Tax: — ^In establishing a 
system of taxation based on gross earnings the first and most 
important problem is to determine the rates at which the tax 
shall be imposed upon different classes of corporations. The 
object is to determine rates which shall tax the different class- 
es of corporations fairly as compared with the taxation borne 
by other forms of wealth. The ratio of net earnings to gross 
differs as between different classes of corporations, and this 
makes it necessary to impose the gross eamrngs tax at differ- 
ent rates. 

For example, suppose a certain corporation with gross earn- 
ings of $100,000 had expenses of $80,000, leaving ^20,000 of net 
earnings. Suppose another corporation engaged in a different 
business, having also gross earnings of $100,000, shows expenses 
of $60,000, leaving its net earnings $40,000, or twice the net 
earnings of the first corporation. It is obvious that a tax upon 
gross earnings at a uniform rate would impose an unjust burden 
upon the first corporation, since net earnings are the true meas- 
ure of what the tax burden should be. This injustice could 
easily be corrected, however, by imposing different rates. Sup- 
pose that we wish to impose a tax that shall be equal to 10 per 
cent, of net earnings. This would be obtained by a tax of 2 per 
cent, upon the gross earnings of the first corporation, and by a 
tax of 4 per cent upon the gross earnings of the second. In 
other words, whatever the amount of tax to be obtained, the 
rate imposed on the gross earnings of the second corporation 
should be twice the rate imposed upon the first 

Determination of theiBate of the Gross Earnings Tax— Ex- 
planation of Method: — The determination of the rate of the 
gross earnings tax requires, therefore, a careful study of the 
situation of the different classes of corporations at the out- 
set. Of the various possible methods of arriving at the proper 
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rate the one employed by the California Tax Commision of 
1906 is undoubtedly the most correct. We must first decide 
what is tiie measure of the tax burden to be imposed. Here we 
may fairly assume, as was done by the California Commission, 
that the object should be to impose a tax burden upon the cor- 
porations which shall be as nearly equivalent as possible to the 
burden of taxation borne by other wealth under the general 
property tax. This being tiie measure of the burden to be 
imposed, it then becomes necessary to find what rate imposed 
upon the gross earnings of the several classes of corporations 
will produce such a result. We may fairly assume that wealth 
in general bears a tax burden equal to about 1 per cent, of its 
true value. This was the result of the investigation of the Cali- 
fornia Commission, and this is the rate generally agreed to by 
tax authorities. 

In order to compare a tax upon earnings with a tax upon 
the capital value of wealth it is necessary to translate the one 
into the other by means of a rate of capitalization, which in 
general is the rate of yield normally obtained by investment in 
the corporations in question. 

For example, if the regular annual net earnings ol a certain 
corporation are $600 and we assume that a fair rate of capital* 
ization is 6 per cent, the capital value of this corporation is 
obtained approximately by dividing its net earnings, $600, by 
the assumed rate, 6 per cent, giving as a result $10,000. If 
wealth in general is assumed to bear a tax burden of 1 per cent, 
then this corporation should pay a tax equal to 1 per cent, of 
$10,000, or $100. $100 is 16.66 per cent of $600. Therefore 
a tax of 16.66 per cent upon the net earnings of this corpor- 
ation would be equivalent to a tax of 1 per cent upon its capital 
value. In general, to obtain the rate of a tax on net earnings 
which shall be equivalent to a given tax rate on capital value 
we divide the rate on capital by the rate of interest, or the 
rate of capitalization. 

Our problem, however, is to find a rate, not on net earnings, 
but on gross earnings. To return to the above example, let 
us assume that the gross earnings of the corporation are $1,800. 
The net earnings are therefore one-third of the gross. Then, 
to produce the same amount of tax, the rate imposed upon gross 
earnings must be one-third of the rate upon net earnings. In gen- 
eral, whatever is the ratio of net earnings to gross we must multi- 
ply the desired rate of a tax on net earnings by the ratio of net 
earnings to gross in order to obtain the equivalent tax rate to 
be imposed upon gross earnings. 

It is probably not necessary to explain that net earnings are 
used in this calculation, not as a permanent basis of the tax, but 
in order to classify corporations at the outset so as to determine 
proper rates for the gross earnings tox. 

Since we are proposing to collecWtax equal to about 1 per 
cent, of the capital value of the corporation's property, we 
must increase the rate of yield by 1 per cent, in order to reach 
a fair rate of capitalization. To sum up the above dis- 
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cnssion ; we must ascertain, first, the rate of taxation borne by 
wealth in general under the general property tax ; second, the 
proper rate at which to capitalize the earnings of each class of 
corporations, which will be, in general the rate of yield of the 
investment plus 1 per cent, to allow for the tax; third, the 
prevailing ratio of net earnings to gross for each class of cor- 
porations. We then obtain the proper rate of the tax on gross 
earnings for each class of corporations by dividing the rate 
of the general property tax by the rate of capitalization and 
multiplying by the ratio of net earnings to gross. The result 
will give the rate which, imposed upon gross earnings, will 
cause a tax burden equivalent to that borne by wealth in gen- 
eral under the general property tax. This process may be ex- 
pressed mathematically as follows : 

Let t equal rate of the general property tax (upon full 
value). 

Let i equal rate of capitalization. 

Let r equal ratio of net earnings to gross earnings. 

Let X equal required rate of the gross earnings tax 

Then x = *_^. 

For example, suppose that it is determined that wealth 
in general is taxed at the rate of 1 per cent upon its true value. 
Suppose that inquiry establishes the fact that investment in 
the securities of the particular class of corporations we are 
concerned with yields a return of 5 per cent. Suppose, further, 
that investigation shows that the prevailing ratio of net earn- 
ings to gross for the class of corporations in question is 30 per 
cent. Then t is 1%, i is 6% (i. e., 5% -f 1%), and r is 30%. 
Substituting these figures in the formula, we have: 

1 y 80 

100 ^ 100 ^ -1. ^ rco/ 

loo 

We should conclude, therefore, that the proper rate to im- 
pose upon gross earnings is 5 per cent., and that if the gross 
earnings of the corporations in question are taxed 5 per cent 
the result will be equivalent to the tax upon wealth in general 
at the rate of 1 per cent 

(1) Measure of the Burden of the Gteneral Property Tax: 

— The next question is to determine the facts necessary to the 
application of this formula. The rate of taxation borne by 
wealth in general is a matter of fact to be determined by- 
careful investigation. It is obvious that a mathematically 
exact result is impossible on account of the prevailing under- 
valuation of property and our inability to measure exactly 
what this undervaluation is. Those who have studied the 
question, however, have generally come to the conclusion that 
1 per cent, represents about the rate of taxation upon the full 
value of wealth in general. The California Tax Commission 
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of 1906 came to this conclusion after a very thorough investi- 
gation of the tax conditions in that State. In Connecticut the 
average tax rate in 1911 as reported by the Tax Commissioner 
was 1.38 per cent, on an assessed valuation averaging accord- 
ing to assessors' reports 89 per cent. This is equivalent to a 
rate of 1.23 per cent, on the true value. 

We are probably justified then in assuming that 1 per 
cent, represents the average burden of the general property 
tax upon the full value of wealth in general. 

(2) The Bate of Capitalization:— The rate of yield ob- 
tained upon investment in the securities of any given class of 
corporations is likewise a matter of fact. To obtain the utmost 
possible exactness requires an elaborate investigation of each 
corporation. (See the careful study of Mr. W. H. Meyers in 
U. S. Census Bulletin 21, 1905.) A fair approximation, suffi- 
cient for our purposes may be obtained by comparing the 
amount of dividends paid upon stock or interest paid upon 
bonds with the market value of such stocks or bonds. This 
will do for normal conditions. Allowance must of course be 
made for peculiar circumstances. For example, suppose the 
stock of Si given corporation is paying regular dividends at the 
rate of 9 per cent., by which we mean that each $100 share 
of stock pays an annual dividend of $9. Suppose that the 
market value of this stock is $150, which likewise means that 
each $100 of stock is worth on the market $150. The rate 
of yield upon an investment in this stock is determined by 
dividing the annual dividend by the market value of a share 
of stock. Thus : 

_»_ = .06 « 6%. 

This means that 
investors in the stock in question are wilMng to accept a yield 
of 6 per cent, upon their wealth invested in the corporation 
in question. iSuch an investigation must be undertaken to de- 
termine what is the average rate of yield upon investments 
in the securities of each class of corporations with which we 
are concerned. This is a simple matter for stocks paying re- 
gular dividends and regularly quoted on the market. It is, 
of course, obvious that any special circumstances affecting 
dividends and market value must be taken into account. It 
is also true that there will be certain corporations for which 
this method is not practicable. In general, however, for a 
whole class of corporations engaged in a particular business it 
is entirely practicable by this method to determine with suffi- 
cient approach to accuracy the prevailing rate of yield upon 
investments in the securities. 
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(3) The Ratio of Net Earnings to Oross Earnings:— 

The ratio of net earnings to gross must also be determined 
by investigation. This is the factor in the problem which 
requires the most extended investigation. It is to be obtained 
by careful study of the accounts and the business circumstances 
of the class of corporations concerned. While the investiga- 
tion must necessarily be technical and somewhat laborious, it 
is entirely possible by this means to determine with a suf5- 
cient degree of accuracy what actually is the prevailing ratio 
of net earnings to gross among the class of corporations con- 
cerned. 

Qualiflcations : — ^The method described above for determin- 
ing the proper rate of the gross earnings tax is subject to 
some qualifications owing to the nature of the matters of 
fact which enter into the computation. In the first place, the 
assumption that the rate of the general property tax is about 1 
per cent, upon the full value of property disregards the fact 
that a considerable amount of property escapes taxation en- 
tirely. The rate of 1 per cent, represents the burden of taxa- 
tion upon wealth which actually is taxed. Just what the 
result would be if we could take account also of wealth that 
evades taxation it is, of course, impossible to say. For Con- 
necticut in particular it is important to remember in this 
connection that general business corporations are not subject 
to State taxation and usually escape with a comparatively 
light burden of local taxes. A tax system for public service 
corporations based upon this assumption therefore treats such 
corporations unfairly as compared with the general business 
corporations. This is a matter, however, which lies outside 
the scope of your Commission's investigation. Therefore it 
must be borne in mind that our assumption that wealth in gen- 
eral bears a tax of 1 per cent, is somewhat higher than would 
result if we could take an average including all wealth that 
escapes taxation as well as that that is taxed. 

Secondly, the method of determining the proper rate of 
capitalization does not lead to mathematically exact results. 
Some additional allowance might perhaps fairly be made for 
the fact that large additions of new capital cannot be at- 
tracted into a business without offering a rate somewhat high- 
er than satisfies present investors, as shown by the market 
value of the securities and the rate of dividends paid. For 
this reason, and to avoid injustice due to possible inexactness 
of the method, we may ordinarily take a rate of capitalization 
somewhat higher than the one determined by the method in- 
dicated. 

As regards the ratio of net earnings to gross, the cal- 
culation will usually produce sufficiently correct results 
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provided the accounts of the colorations are accurately kept. 
In many cases, however, the accounting methods of the cor- 
porations have not made sufftcient allowance for depreciation. 
Where this is shown to be the case allowance must be made 
by some reduction in the apparent ratio of net earnings to 
gross. Taking these considerations all together it is likely 
that the rate of the gross earnings tax as determined by the 
method here described will be somewhat higher than is actually 
warranted. In determining the rate of the gross earnings tax, 
therefore, due consideration should be given to these facts in 
the final result. 

Other Tests: — The method just described for determining 
the proper rate of the gross earnings tax upon a given class 
of corporations is the most scientific one and the one which 
in general will produce the most accurate results. These Re- 
sults, however, should be checked up by means of other tests 
which, though less correct, can be made useful in verifying the 
results or preventing injustice due to exceptional conditions. 

(1) We may determine the market value of the securi- 
ties of the corporations, including stocks and bonds and 
other indebtedness which represents real investment of capital. 
Then assuming that the value of the securities represents in 
general the real worth of the property in the corporation, cal- 
culate the amount of a tax of 1 per cent, upon this value and 
determine the rate which, applied to gross earnings, would 
produce this amount. For corporations whose securities are 
regularly quoted on the market this whole process is a sim- 
ple mathematical calculation. 

(2) We may perform the same calculation, but take as 
our starting point the book value of the corporation; that is, 
the sum of the capital, surplus, and undivided profits, or 
equivalent items. We then determine what rate imposed upon 
the gross earnings would produce an amount equivalent to 
1 per cent, of this book value. 

(3) We may determine the actual value of the physical 
equipment of the corporation; that is, the net plant value. To 
avoid a special physical appraisement we may ordinarily ac- 
cept the book value of the plant. We then calculate what 
rate, imposed upon gross earnings, will produce a sum equi- 
valent to 1 per cent, of this plant value. 

Obviously, none of these tests is absolutely reliable, as we 
have already shown in discussing the proposal to use one or 
other of these bases as the basis of the tax itself. In parti- 
cular the plant value is apt to give too low a result, since the 
actual value of the corporation as a going concern is gen- 
erally considerably greater than the physical value of its 
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plant. On the other hand, all other methods are apt to be 
too severe. The reason for this lies in our assumption that 
wealth in general is taxed about 1 per cent, of its true value. 
This point has been discussed above. 

Exemption of the Corporations' Securities: — The gross 
earnings tax as developed in the preceding sections is intend- 
ed to be the equivalent of a tax upon the total property of 
the corporations. The imposition of such a tax should logically 
carry with it the exemption from taxation of the stocks and 
bonds of the corporations in the hands of the holders. Taxa- 
tion of a corporation directly upon the total value of its prop- 
erty (at a rate determined by the method described above), 
and taxation also of its securities in the hands of the holders 
would be a flagrant case of double taxation. This theoretical 
proposition is so clear that it needs no further discussion. 
The practical application is, however, far less simple. As a 
practical proposition, the necessity of exempting stocks from 
taxation will hardly be denied, and the difl&culties in the way 
of carrying out the exemption are not so serious. As to the 
exemption of bonds, the practical difSculties are apt to be 
great. If bonds formerly have been subject to taxation, ex- 
empting them from taxation on the introduction of a new cor- 
poration tax is a pure gift to the bond holders, and brings no 
relief to the corporation except that future bond issues may 
perhaps be made at slightly lower rates of interest. Again, 
the situation of a given State may be such that it can hardly 
afford to grant exemption from taxation to all the holders 
of the bonds of a given class of corporations simply because 
it taxes such corporations directly upon their earnings or 
property. For instance, a State might be the place of residence 
of a large number of wealthy owners of bonds of a certain 
interstate corporation which did a very stnall business in the 
State. The State tax upon this corporation, based upon its 
share of the corporation's property or earnings, would be a 
small matter, and would hardly justify the exemption from 
taxation of all of the bonds of the corporation owned by citi- 
zens of the State. This situation is bound to be of common 
occurrence until some uniformity of taxation by the various 
States is reached. In the meantime it may often be practically 
inadvisable to entirely exempt bonds from taxation. 

As regards the Connecticut situation, the Commission has 
found no practical difficulty in the way of exempting from 
taxation in the hands of the holders the shares of stock of all 
corporations which are directly taxed by the State. This 
exemption, as a matter of fact, involves only slight change from 
the preseut situation, since the shares of stock of the corpora- 
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tions now paying taxes to the State are now practically ex- 
empt from taxation in the hands of the holders. 

The bonds of railroad corporations paying taxes to the 
State are already exempt from taxation by statute, and the 
Commission sees no reason for making any change. The bonds 
of other corporations paying taxes to the State are at present 
taxable as personal property in the hands of the owners. The 
Commission is of the opinion that complete exemption from 
taxation of the bonds of all corporations paying taxes to the 
State of Connecticut would not be justified under present con- 
ditions. This decision is based upon the reasons which have 
been explained in general terms above. The Commission has 
concluded that a fair compromise will be the exemption from 
taxation in the hands of the holders of bonds of corporations 
holding their charters from the State of Connecticut, while 
leaving bonds of foreign corporations subject to taxation as 
at present. This is the recommendation which the Commis- 
sion has made for each of the classes of corporations which 
it has investigated. 



m. EXPERIENCE OF OTHER STATES IN TAXING 

PUBLIC SERVICE CORPORATIONS 

Very few States undertake to tax all public service 
corporations by the same method. Detailed descriptions 
of the methods of other States will, therefore, come more 
properly in the chapters discussing the separate classes of 
corporations. In the present connection, however, it will be 
valuable to take a general survey in order to shed light upon 
the problem from the experience of the States. 

The Ad Valorem Basis :— The majority of the States still 
cling to the property basis in taxing corporations. Some of 
them have not gone beyond the old general property tax. 
Others have gone further and provided more or less efficient 
State machinery for the assessment of the property of corpora- 
tions. Michigan and Wisconsin have advanced farther than 
any others in the making of exhaustive valuations and the es- 
tablishment of elaborate machinery for administration of the 
law. The old idea that corporations must be taxed upon the 
basis of property dies very hard. This is partly due to popular 
ignorance which has led people to cling tenaciously to the no- 
tion that the general property tax is the one and only perfect 
method of taxation. It is also due in large measure to a 
very common notion that equality of taxation requires that 
all subjects be taxed by the same method. This supposed 
principle is even incorporated in many of the constitutions of 
the States, which are thus forced to continue with obsolete 
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tax methods. It is, however, gradually declining, and the 
decline is most noticeable in those States which have pro- 
gressed farthest in wealth and industrial development. The 
weight of authority is generally against this method. 

The ''Stock and Bond" (Capitalization) Method:— A con- 
siderable number of States uses the value of stocks and bonds, 
or of stocks alone, as the basis for the taxation of all cor- 
porations or of certain classes, often in combination with local 
taxes on property. Massachusetts, New York, and Pennsyl- 
vania have general corporation tax systems based 
primarily upon this method. Massachusetts and New 
York take account of stock only, while Pennsylvania includes 
bonds. Various other States make more or less use of this 
method, often in connection with a tax based primarily up- 
on the value of property. Even Michigan and Wisconsin, at 
present the chief advocates of the property bairis, are unable 
to avoid considerable use of the stock and bond method. The 
difficulties with this method of taxation are generally re- 
cognized even in the States where the system is in use. While 
it is generally recognized that this method is far superior to 
the old property basis, few authorities will be found to urge 
this system as the best method of taxing corporations. 

The Gross Earnings Basis: — ^Many States today which 
have departed from the old property basis use the gross earn- 
ings basis for the taxation of certain classes of corporations. 
Among such States this is the favorite method for the taxa- 
tion of telephone companies, telegraph companies, and express 
companies. It is also a common method for the taxation of 
sleeping car and other car companies. Half a dozen States 
use it as a principal or important secondary method for the 
taxation of railroads. The weight of authority is most de- 
cidedly in favor of the gross earnings tax. Without going in- 
to a discussion of authorities it should be mentioned that 
most of the recent State reports on this subject have recom- 
mended the gross earnings basis for the taxation of public 
service corporations. We may mention in particular the re- 
ports of the Ontario Commission on Railway Taxation of 1905, 
the California Commission of 1906, the Rhode Island Com- 
mission which reported in 1910, 1911, and 1912, and the Vir- 
ginia Commission of 1911, all of which recommended the 
gross earnings basis for public service corporations. To this 
list might be added a long list of economists and tax experts 
who have recently urged the superiority of the gross earnings 
tax. 

The Experience of Michigan and Wisconsin: — The im- 
portant States of Michigan and Wisconsin after an experience 
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of many years with the gross earnings tax as applied to rail- 
roads, abandoned this method about 10 years ago in favor of 
the ad valorem basis. This event, being contrary to the gen- 
eral trend, besides being so important of itself, deserves spe- 
cial consideration. Thorough accounts of this movement in 
each of the States have been presented by the Ontario Com- 
misfirion and the California Commission as well as in the re- 
ports of the tax commissions of the two States concerned. 
We can give here only a brief summary of what took place. 

Michigan and Wisconsin had both had the gross receipts 
tax as applied to railroads for a number of years. In both 
States the method was abandoned after several heated poli- 
tical campaigns. Michigan attempted to make the change 
in 1898, but found that her constitution stood in the way. In 
1899 a tax commission was appointed and charged to investi- 
gate the subject. This commission, after an extensive inves- 
tigation, reported in favor of the ad valorem basis. The 
constitution was accordingly amended in 1900, and in that 
year and the next a very thorough valuation was made of 
the railway property of the State. This involved a physical 
valuation as well as a valuation of the securities. It was car- 
ried out under expert direction with a large corps of en- 
gineers, and at heavy expense. The ad valorem method of 
taxation was then adopted, and after much opposition and 
litigation was finally upheld in 1906 by the United States Su- 
preme Court. 

In Wisconsin a similar movement started in 1899. A 
State tax commission was appointed which, after an inves- 
tigation, advocated the ad valorem method. After a heated 
campaign the law was passed in 1903. The valuation of 
railroad property was not so elaborate or expensive as in 
Michigan. A permanent State commission was created charg- 
ed with the duty of valuing railroad property. It is under- 
stood that the commission depends mainly upon the value 
of stocks and bonds and upon capitalized earnings. An at- 
tempt was made to preserve the independence of the commis- 
sion by providing salaries of $5,000 and fixing the terms of 
the commissioners at 8 years, with other provisions to avoid 
sudden changes. 

In both States, therefore, the operation of the law is 
placed in the hands of a tax commission, and in the last an- 
alysis the valuation placed upon railroad property depends 
upon the judgment of these commissions. Both States still 
find it necessary to make frequent reference to earnings in 
order to arrive at a fair valuation of railroad property. 
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IT. PBOBLEMS OF INTERSTATE COMMESOE 

Apporttonment of Interstate Earnings : — ^It is obvious that 
no State can fairly impose a tax upon the total gross earnings 
of a corporation derived from business done partly without 
the State. Just as a tax imposed upon the property of a 
cotporation should fall only upon its property located within 
the State imposing the tax, so the tax on gross earnings must 
be imposed only upon such share of the gross earnings as niay 
fairly be assigned to the State imposing the tax. We are for 
the present concerned only with the question of economic 
justice as between States and not with any constitutional ques- 
tion. Where corporations are doing business of an interstate 
character it is necessary, therefore, to devise some equitable 
rule by which the gross earnings may be apportioned as be- 
tween the State imposing the tax and other States. To make 
the apportionment as exact as possible we should assign to 
the State imposing the tax all earnings from business perform- 
ed wholly within the State. We should exclude all business 
done wholly without the State. We should then assign to 
the State in question its share of all business which crosses 
the State line. The latter might be accomplished in any one 
of a number of diflferent ways. The most obvious is to keep 
track of each shipment, or message, or passenger, and appor- 
tion the earnings according to the mileage covered. Another 
somewhat similar method is to apportion the earnings from 
each transaction by a so-called rate prorate, according to 
which we assign to a given State its share of the charge for 
each transaction according to the ratio of the rate on the dis- 
tance covered within the State to the rate for the whole dis- 
ance covered by the transaction in question. Such a method 
of apportioning gross earnings would give a high degree of 
exactness to the apportionment, but is subject to the objec- 
tion that it involves a complicated system of accounting for 
every interstate transaction. This would be burdensome and 
expensive to the companies concerned, would be difficult for 
the State officials to check up, and would be hard for the 
general public to understand. Such difficulties as these should 
be avoided if possible, even though it may be necesary to 
adopt a less exact and more arbitrary rule of apportionment. 

In general, a sufficiently exact apportionment of earnings 
may be made by adopting some arbitrary basis, such as the 
total number of miles of railroad track in the State as com- 
pared with the total miles of track of the whole system, or 
the mileage of wires of a telegraph or long distance telephone 
comity, or the number of telephone instruments within and 
without the State for a telephone exchange company, etc. 
Such methods of apportionment have the advantage of being 
3 
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simple, easily understood, involving no complicated accounts, 
and being very easily administered. It is not diflScult for each 
class of corporations to discover some such simple method of 
apportioning to a given State its share of the gross earnings 
of a corporation doing interstate business. 

Ooxurtitutioiiality of the Oross Earnings Tax : — One of the 
obstacles which has hindered the development of the gross 
earnings biasis of taxing corporations has been the quite com- 
mon notion that the taxation of gross receipts from inter- 
state commerce was forbidden to our States by the Federal 
Constitution. There can be no question that this popular no- 
tion comes from ignorance of the decisions of the United States 
Supreme Court, yet the notion has persisted, and even so able 
a body as the Chitario Railway Commission of 1905, after a 
study of American tax systems, was led into the popular error 
of supposing that the States were without power to levy taxes 
upon gross receipts from interstate commerce. Since so large 
a proportion of the public service corporations are engaged in 
interstate commerce this notion, if it were true, would ob- 
viously be an eflfectual bar against this method of taxation. 
As a matter of fact, however, this notion is entirely erroneous. 

This subject has been thoroughly studied by various au- 
thorities. A careful examination of the whole subject was 
made by the California Tax Commission of 1906, which exam- 
ined a long line of decisions of the United States Supreme 
Court. Mr. A. E. Holcomb, in a paper read before the Fifth 
Annual Conference of the International Tax Association in 
1911, presented a careful summary of the decisions of the 
Supreme Court on this matter. Willoughby in ** Constitutional 
Law,*' published in 1910, reviews the subject. Finally, the 
Supreme Court itself in its opinion in Galveston, Harrisburg, 
and San Antonio Railway Company vs. Texas — ^210 U. S. 217 — 
took occasion to review a long line of its own decisions upon 
this matter. In view of the thorough and able study that has 
been given to this question it is not necessary for this Com- 
mission to discuss it at length. The conclusions may be 
briefly stated as follows. 

First of all, there is no question of the general principle 
that all laws which impose taxes directly upon receipts from 
interstate commerce are in violation of the Federal Constitu- 
tion and void. On the other hand, the right of a State to 
impose taxes upon the property of corporations within its 
borders is unquestioned, even though the corporations be en- 
gaged in interstate commerce. Again, a State may value the 
property of corporations by the "unit rule;" that is, miy as- 
certain the total value of the entire system and then appor- 
tion to the State in question a share of the entire property 
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according to the ratio of the mileage within the State to the 
total mileage of the system, or according to the ratio of busi- 
ness done within the State to the business of the whole system. 
In arriving at the value of the property of a corporation a 
State is free to make its earnings, either net or gross, the 
basis. The most important recent cases in which this mat- 
ter has been settled are the following. In Maine vs. Grand 
Trunk Bailway Company — 142 U. S. 217 — a tax based upon 
the gross receipts of railway companies was held valid on 
the ground that it was not a tax directly upon gross receipts, 
but only made use of gross receipts as a measure of the 
value of the franchise and property of the company. In Pos- 
tal Telegraph Company vs. Adams — 155 U. S. 688 — ^the Court 
gave the clearest possible statement of the principle that a 
State tax is valid if it is in commutation of a property tax 
and does not amount to more than the tax would have been 
upon the ad valorem basis. Finally, in the case of Galveston, 
Harrisburg, and San Antonio Railway Coii;ipany vs. Texas — 
210 U. S. 217 — ^the Supreme Court of the United States exam- 
ined its previous decisions and explained all apparent incon- 
sistencies. The law at issue in this particular case was declared 
invalid on the ground that it was not the only tax upon the 
corporation concerned, but was in addition to another tax 
upon the whole property of the corporation. 

We may sum up this discussion by the following quota- 
tion from Willoughby's ''Constitutional Law:" 

"From the foregoing it would appear that the law with 
reference to the State taxation of the gross receipts of companies 
doing an interstate commerce business is not in as definite 
shape as might be desired. One general principle may, however, 
be deduced from all the cases. This is, that a state tax is in- 
valid whatever its form if, in effect, it lays a direct burden upon 
interstate commerce; and that conversely, a state tax is valid, 
however measured, or (if we follow the doctrine of Maine vs. 
Grand Trunk Ry.) whatever its form, which may be fairly held 
to be a tax on the property of the company, whether tangible 
or intangible. The tax being thus valid, if valid at all, only as 
a property tax, its non-payment may never involve a for- 
feiture of the right of the company to do an interstate commerce 
business. The doctrine of Maine vs. Grand Trunk Ry. that a 
tax measured by the gross receipts may be sustained as a fran- 
chise or excise tax upon the right of the company to do busi- 
ness in the state is certainly unsound, and is, it would appear, 
as above indicated, so recognized in Galveston H. & S. A. R. R. 
Co. vs. Texas. 

Perhaps the general doctrine which we have been consider- 
ing is best stated and illustrated in Postal Telegraph Gable 
Co. vs. Adams (155 U. S. 688) in which it was held that a state 
has the power to levy on a foreign telegraph company doing both 
a domestic and an interstate business a franchise tax, the 
amount thereof being graduated according to the value of the 
property within the state, such tax being in lieu of all other 
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taxes. Though in terms a franchise tax, the tas was held valid 

as, in fact taking the place of a property tai?, which, of course, 
the state might constitutionally levy." 

It appears, therefore, that there can be ao question of the 
right of a State to impose a tax at a given rate upon the 
earnings of a corporation as an exclusive tax, and in lieu of 
all other taxes upon the property of the corporation, provided 
the resulting burden is fairly measured so as not to be in ex- 
cess of the burden which would be imposed by a tax on the 
ad valorem basis. 



V. DEFECTS OF THE PRESENT METHOD OF TAXATION 

IN C0NNECTICX7T 

There are at present four classes of public service cor- 
porations subject to taxation by the State of Connecticut: 
(1) railroads, including street and electric railways; (2) ex- 
press companies; (3) telephone companies; and (4) telegraph 
companies. There is at present no special taxation of car 
companies, the reason being that up to the present time prac- 
tically all sleeping and parlor cars operated in the State have 
been owned and operated by the railroad corporations them- 
selves, and their taxation has, therefore, been included in the 
taxation of railroads. 

Connecticut's taxation of public service corporations 
presents a decided hodge-podge. There is a different method 
for each of the four classes. Railroads are taxed on what is 
known as the ** stock and bond'' plan, the basis being the sum 
of the market value of the stock and the value of funded 
and floating indebtedness. To Connecticut is apportioned a 
part of this total on the basis of certain road mileage. There 
are numerous deductions and complications which need not 
be gone into here. They will be fully explained in the chapter 
on railroads. 

Express companies are taxed oft gross receipts derived 
from business wholly within the State. No account is taken 
of any part of the receipts from interstate business. 

Telephone companies are taxed by means of an arbitrary 
flat rate upon the number of transmitters in use in the State, 
together with an additional tax at an arbitrary rate per mile 
upon wires used for interstate messages. 

Telegraph companies are taxed upon mileage of wire at 
an arbitrary flat rate per mile. 

Of these four methods of taxation, some are distin'ctly 
bad, while none are free from defects. Each method will be 
subjected to criticism in the appropriate chapters following. 
Apart from individual defects, the very diversity of method 
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is of itself an evil. Much would be gained if it were pos- 
sible to subject all public service corporations to one general 
plan of taxation. As will be shown later, serious defects are 
to be found in the present method of taxing each class of 
corporations. Since, therefore, changes are demanded, it be- 
comes proper to inquire whether or not a single uniform sys- 
tem can be substituted for the present diversity, and if so, what 
system of taxing public service corporations presents the 
greatest advantages with the fewest dif5culties. The foregoing 
discussion has indicated that this is the gross earnings tax. 
The following Chapters will treat of the special advantages 
of the gross earnings tax for each of the classes of public 
service corporations. 



VI. THE OPPORTUNITY TO PROMOTE UNIFORMITY 
OF TAXATION AMONG THE STATES 

One of the most serious defects in American taxation of 
corporations is the lack of uniformity of method among the 
several States. This is a source of constant expense and irri- 
tation to (Corporations that must be taxed in a number of 
different States. It leads to an unfair distribution of revenue 
as between the different States. In general it is a cause of 
injustice and irritation to all parties concerned. Any move- 
ment which promises relief from this situation deserves en- 
couragement. • 

There is reason to believe that Connecticut has an oppor- 
tunity at the present time to take the lead in a movement which 
may result in a long step forward toward uniformity of taxa- 
tion of corporations among the New England States. 
These States are in general so closely related that 
there is every reason for seeking uniformity in their methods 
of taxing the great public service corporations which do busi- 
ness within their territory. Such uniformity does not exist 
at present. 

In January, 1912, there was organized the Association of 
New England State Tax Officials, with representatives from all 
of the six New England States. The Association has now held 
two meetings, at both of which the problem of promot- 
ing uniform tax methods among the New England States was 
seriously discussed. At the second meeting, held in December 
1912, a resolution was adopted favoring the principle of uni- 
formity in the method of taxing public service corporations of 
similar classes and recommending in particular a uniform rule 
of apportionment for interstate corporations. If the States of 
New England are ever able to agree upon a uniform method of 
taxing public service corporations, the gross earnings tax is 
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the one that has the best chance of acceptance. If, at the 
present time, the State of Connecticut should adopt a scienti- 
^c and broad-minded plan of taxing all public service cor- 
porations on their gross earnings, together with a fair basis of 
apportionment which could be followed by other States with 
justice to all, a great stimulus would be given the movement 
toward uniformity among the New England States. Uniform- 
ity among the New England States might well serve as an 
example and encouragement to the other States. Connecticut 
thus has the opportunity to take the lead in this important 
movement. This consideration is an additional argument in 
favor of the adoption by the State of a scientific and fair-mind- 
ed system of taxing all public service corporations upon their 
gross earnings; 



CHAPTER n 
RAILROAD COMPANIES 

OENESAL SUHMABY OF CHAPTER 

I. The Present Method of Taxation in Connecticut:-- 

Railroads, both steam and electric, are taxed upon their 
capital stock and funded and floating debt at the rate of 1 
per cent. Apportionment to Connecticut of her share, in the 
case of interstate roads, is on the basis of road mileage. Up- 
on this general foundation there has been added a mass of ex- 
ceptions and complicated features, which are described and 
criticised in the body of this chapter. 

n. Historical Development of the Law: — ^Railroads were 
first taxed by the State in 1849. This was a tax of % of 1 
per cent, on the shares of stock owned by non-residents. Next 
year, the tax was extended to all stock, at the rate of 1-3 of 1 
per cent., increased to % of 1 per cent, in 1862. Horse rail- 
roads were first included in 1862. In 1864, the present basis 
was adopted, the tax being upon the capital stock and funded 
and floating debt. The rate was 1 per cent, on steam roads 
and % of 1 per cent, on horse, roads. In 1865 the rate was 
made 1 per cent, for all roads. Since then a great many 
amendments have been made, chiefly for the purpose of allow- 
ing deductions of securities issued for various purposes, osten- 
sibly in order to avoid double taxation. 

m. Operation of the Present Tax Sjrstem: — Tiiere 
were in 1912, 6 steam railroads and 14 electric railroads sub- 
ject to the State tax. Four steam roads and one electric road 
have interstate lines. The one great railway system is the New 
York, New Haven & Hartford Railroad. Its taxes exceed those 
paid by all other roads combined. The total revenue of the 
State from taxes on railroads in 1912 was $1,611,560.76 of 
which $974,161.24 was paid by the New York, New Haven and 
Hartford Railroad, $81,288.73 by other steam roads, and $556,- 
110.79 by electric railways. 

IV. Criticism of the Present Tax Sjrstem:— The ''stock 
and bond" method of taxing railroads is defective in being 
only imperfectly related to the earnings and tax-paying ability 
of the corporations. In Connecticut, for example, the taxes 
paid by the New Haven Road have declined in spite of great 
increases in its earnings. In addition, various amendments 
have been added, which have been unfair to the State, causing 
further loss of reyenue. The present system is also very com- 
plicated and uncertain, and incapable of effective administra- 
tion. Its radical amendment is warranted. 
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V. The Oross Earnings Tax: — ^The tax on gross earnings 
is recommended as the best method for taxing railroads. It 
has the advantages of fairness to the State and to the corpora- 
tions. It is simple, certain, and easily administered. The 
rate should he 4% per cent., which is shown to be justified by 
all the evidence. Connecticut's ^are of the earnings of roads 
lying partly outside the State should be properly apportioned. 

VI. Taxation of Railroad Oompanies in Other States: — 

A brief summary of the tax systems of other States appears in 
this chapter. A detailed abstract for each State will be found 
in Appendix II. 

VII. Becommendations : — The Commission recommends a 
tax on railroad companies (both steam aod electric), measured 
by their gross operating earnings, the State's share of the 
earnings of companies doing business partly outside the State 
to be apportioned on the basis of all track mileage. The rate 
reeommended is 4% per cent. This tax should be in lieu of all 
other taxes on the railroads or their property used exclusively 
in the railroad business. The shares of stock and bonds of 
the companies thus taxed should be exempt from taxation in 
the hands of the owners. 

The gross earnings tax as reeommended would incr^tse 
the revenue of the State by over $150,000, on the basis of the 
figures for 1912. As time goes on it would show a continued 
increase in proportion with the growth of the business of the 
railroads. 



I. THE PRESENT TAX SYSTEM IN CONNEOTIOtJT 

General Description: — Connecticut taxes railroads by the 
so-called '* stock and bond" method. The main feature of the 
system is the imposition of a tax of 1 per cent, upon the sum 
of the market value of the stock plus the value of the bonds 
and floating indebtedness. For railroads whose lines 
extend into other States, Connecticut takes a part of this value 
of stock and indebtedness, represented by the ratio of a cer- 
tain part of the miles of road within the State te the total 
road mileage. This central idea, which is fairly clear and 
simple, has been modified by exceptions and adiUtions, until 
the present system is exceedingly complicated. (Gen. Statutes, 
sec. 2423, as amended by Acts 1907, ch. 115; sec. 2424-2426; sec. 
2427 as amended by Acts 1903, ch. 173; sec. 2428-2432; sec. 
2441 as amended by Acts 1907, ch. 115; sec. 2442, 2443; sec 
3822, 2330; Acts 1905, ch. 247; Acts 1907, ch. 204: Acts 191L 
ch. 283.) ^ 
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ilBiemfcial Featares:— <}oiQ« more into detail, the Connec- 
ticut system is as follows : The tax is imposed on any railroad 
company any portion of whose road is in this State. The tax 
is 1 per eent. of the sum of the market value of the stock as 
determined by the Board of Equalization plus the par value of 
the funded and floating indebtedness, but if any of such in- 
debtedness is worth less than par, then the market value of 
such indebtedness is taken. 

From this sum the following deductions are made: (1) the 
value of any bonds or other obligations of the company held 
in trust for it as part of its sinking fund, (sec. 2424) ; (2) the 
amount of stock or funded or floating debt issued to obtain 
funds for making permanent improvements upon or buying 
equipment for any railroad in another State (not part of its 
own road) which it holds by lease or otherwise, (sec. 2427) ; 
(3) the amount of any stock, bonds, or other evid^ces of in- 
debtedness of the company, issued for the purpose of acquiring 
the stocks, bonds, or other evidences of indebtedness of an- 
other railroad whose line is wholly or partly in Connecticut, 
provided the latter railroad continues to include the securi- 
ties thus acquired in its return for purposes of taxation, (Acts 
1905, ch. 247; 1907, ch. 204, sec. 1); (4) similarly, also the 
amount of stock or funded or floating debt issued for pur- 
chase of or in exchange for the stock or obligations of any 
railroad company whose line is outside the State, (sec. 
2427) ; (5) the amount of stock or funded or floating indebted- 
ness issued for the purchase of the stock or obligations of any 
steamboat company operating a line of steamboats in connec- 
tion with the company's railroad, (Acts 1903, ch. 173) ; (6) the 
amount of stock or funded or floating debt issued for the pur- 
chase of any property held by it, other than its railroad and 
franchises and its real estate in Connecticut not used for rail- 
road purposes. If the company is unable to state the amount 
of capital or debt thus issued, it may deduct the actual cost 
of such property, (Acts 1911, ch. 283, sec. 1). 

In the case of any company whose road lies partly outside 
the State, the law proceeds as follows; From the value of its 
stock and indebtedness, determined with deductions as explain- 
ed above, there is deducted the value of any branches in Con- 
necticut which the State Board of Equalization determines are 
worth less per mile than one-fourth of the average value per 
mile of the main line. Of the value of stock and indebtedness 
then remaining there is apportioned to Connecticut that piurt 
which is represented by the ratio of the number of miles of 
road within the State to the total road mileage (not including 
in either number the branches described above.) To Connec- 
ticut's share of the valuation thus determined is added the 
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yalue of the branches previously deducted, as determined by 
the State Board of Equalization, (sec. 2425). 

The tax is then computed at 1 per cent, of the valuation 
determined as described above, and from the amount of the 
tax is deducted the amount of taxes paid upon real estate in 
Connecticut not used for railroad purposes. The balance is 
the amount of tax due to the State, (sec. 2424). 

Each company must report annually to the Tax Commis- 
sioner the facts required as above for determining the amount 
of the tax. These reports are examined and corrected if neces- 
sary by the State Board of Equalization, (sec. 2441). 

This tax is in lieu of all other taxes upon the raibroad, its 
franchises, stock, debt, or property in the State used for rail- 
road purposes. The stock and bonds of the railroad companies 
paying the tax are exempt from taxation in the hands of the 
holders, (sec. 2424). 

The tax must be paid amiuaUy on or before November 25. 
The appropriate officer of each company must deliver to the 
Tax Commissioner annually on or before November 10 a sworn 
statement giving certain specified facts necessary to the deter- 
mination of the tax and the administration of the law. 

The Board of Equalization is required to meet each year 
on the first secular day after the expiration of the tUne for 
making reports by railroad companies, to examine and correct 
such returns, and to hear any party making such returns. If 
any such returns are not made, or are erroneously made, the 
Board is required to make up the return on the best informa- 
tion it can obtain. This return is reported to the company con- 
cerned. It is final, and the taxes are to be paid on it 

The law provides that for companies that have paid regular 
dividends at the same rate for two years previous to the date 
of making their report, and for other companies so far as poss- 
ible, the value of the stock for purposes of taxation shall be the 
average of the closing prices or bids during the twelve months 
preceding the date Of making the report When this method is 
impossible, the report must state the price of the last reported 
market sale, and the Board of Equalization may fix the value 
according to its best judgment (Sec. 2442, 2443.) 

The law provides for its proper administration in cases 
where railroads are in the hands of receivers, trustees, mort- 
gagees, etc., or where railroads have been sold. (Sees. 2428, 
2431; Acts 1907, ch. 204, sec. 1.) 



n. HISTORICAL DEVELOPMENT OF THE LAW 

The first statute requiring railroad companies to pay a 
tax to the State of Connecticut was passed in 1849. The stocks 
and bonds of railroad companies were already taxable as prop- 
erty of the holders under the general property tax. The act 
of 1849 provided that upon all shares of stock owned by per- 
sons living outside the State the railroad should pay to the 
State annually a tax of % of 1 per cent. When the road was 
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partly outiBide the State the payment should be only in pro- 
portion to the length of road within the State. The company 
was given a lien on the stock' for reimbursement of the tax. 
(Acts 1849, ch. 42.) 

The law applied to railroad and turnpike companies that 
had paid dividends during the preceding year. The companies 
were required to report, by a sworn statement within the first 
ten days of October each year, the list of non-resident share- 
holders and the number and market value of shares held by 
each on October 1. The tax was payable on or before October 
. 20. Failure of the specified officer of the company to comply 
with the law was punishable by a fine of $100 in case of a turn- 
pike company, and $1,000 in case of a railroad company. 

The system was extended the next year by an act impos- 
ing a tax of one-third of 1 per cent, upon the market value of 
all of the stock of the companies, regardless of the residence of 
the owners. This tax took the place of all other taxes on rail- 
road stock in the State. For railroads lying partly without 
the State the tax was apportioned according to mileage, as be- 
fore. The company was given a lien on the stock for re- 
imbursement of the tax, as before. Bailroad stock was made 
exempt from all other taxes. (Acts 1850, ch. 58.) 

This law applied only to railroad companies. A swQrn 
statement, giving the necessary facts as of July 1, was required 
of each company on or before July 20 each year. The tax must 
be paid on or before September 1. For failure to comply with 
the act a penalty of $100 was imposed, and for failure to pay 
the tax, a penalty of $10,000. The State Board of Equalization 
was required to examine and correct the statements made, and 
if no report were made, to ascertain the value of the stock and 
assess it accordingly. 

The provision giving the railroad companies a lien on the 
shares of their stock for reimbursement of the tax paid was 
omitted from the law in 1851. (Acts 1851, ch. 47, sees. 23-26.) 

The rate of the tax was increased to % of 1 per cent, in 
1862, and the law was extended to apply also to horse railroad 
companies. (Acts 1862, ch. 55.) 

The dates of making the required reports and paying the 
tax were changed by this statute to "within the first ten days 
of October" and "on or before the twentieth day of October" 
respectively; the facts were to be stated as of October 1. Pro- 
vision is made for making the report and paying the tax by 
any agent, lessee, etc., in possession of a railroad. When the 
proper report has not been made, the Board of Equalization is 
required to make out the required statement themselves from 
the best knowledge they can obtain, their statement to be final, 
but they were forbidden to value any stock at less than 10 per 
cent of its par value. 

Another act in the same year provided that any tax paid 
by a lessee of a railroad, under a lease existing on July 10, 1S62, 
should be considered to be paid for the lessor and might be de- 
ducted from any payment due from the lessee to the lessor on 
account of the lease. (Acts 1862, special session, ch. 10.) 
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The tax was again extended ia 1864, by ineluding tbe 
funded and floatixig debt witb tbe stock aa the basis of the 
tax. The rate was increased tb 1 per cent, for raUroad com- 
panies, but remained % of 1 per cent., for horse railroad com- 
panies. Corporations were allowed to deduct from the value 
of stock and debt the amount of cash on hand. This tats, was 
in lieu of all other taxes on railroad property or franchises in 
the State. (Acts 1864, ch. 74.) 

The fine for failure to make the required report was in- 
creased by this law to $500, and the penalty for failure to pay the 
tax was made twice the amount of the tax. 

The rate on horse railroads was raised to 1 per cent, in 
1865, making it the same as for steam roads. (Acts 1865, ch. 

116.) 

A law of 1868 provided for deducting the value of real 
«8tate not used exclusively for railroad purposes. (Acts ISGS, 
ch. 78.) 

A statute of 1869 provided that all bonds issued by a town 
or city in aid of the construction of certain Connecticut rail- 
roads or to raise money to pay for stock subscriptions to such 
railroads should be exempt from taxation in the hands of the 
holders, provided that whenever the proceeds of such bonds 
or stocks have been expended in construction of the railroads, 
the railroads shall pay to the State a tax of 1 per cent, upon 
such bonds, whether owned within the State or elsewhere, and 
upon the Btoek subscribed by the towns or cities. (Acts 1869, 
ch. 10). 

In 1871 it was provided that railroads might deduct from 
their tax the amount of local taxes paid on real estate in Con- 
necticut not used for railroad purposes. (Acts 1871, ch. 89.) 

A law of 1875 provided that mortgagees, trustees, or pur- 
chasers who shall come into possession of any railroad shall 
make the report and pay the taxes required by statute. (Acts 
1875, ch. 61.) 

Another act of 1875 gives the State a prior lien upon the 
property of any railroad for unpaid taxes. (Acts 1875, ch. 83.) 

The dates for making the required report and paying the 
tax were changed in 1876 to "within the first ten days of Jan- 
uary" and "on or before the 20th day of January," respectively. 
The facts were to be stated as of January 1. (Acta 1876, ch. 60.) 

An amendment in 1876 provided that, in determining the 
value of the stock and indebtedness, the value of all branches 
within the State worth, as determined by tiie Board of 
Equalization, less than one-fourth the average value per mile 
of the trunk road should be deducted. Such branches should 
also be excluded in apportioning the value of the stock and 
indebtedness of roads lying partly outside the State. Each such 
branch should be valued by the Board of Equalization and a 
tax of 1 per cent, paid on such value. (Acts 1876, ch. 81.) 

In 1881 a law was passed allowing any railroad to deduct 
from the value of its stock and indebtedness the amount of any 
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stocfi: or indebtedness issued to obtain funds for making perma- 
nent improvements upon or buying equipment for any railroad 
in another State (not part of its own road) which it held by 
lease or otherwise. (Acts 1881, ch. 103.) 

The law was amended in 1882 by the provision that the 

value of funded and floating indebtedness for purposes of 

taxation should be the par value unless the market value were 

lower, in which case it should be the market value. (Acts 1882, 

ch. 139.) 

An act of 1882 provided that the tax on stock and indebted- 
ness should apply also to any unpaid bonds secured by mort- 
gage on the railway or railway property of the company by any 
of its predecessors in the title and which were, at the time of 
making the required report, entitled to conversion into the 
capital stock of the company. (Acts 1882, ch. 69.) 

• 

A further amendment, in 1887, permitted railroads to de- 
duct from the value of their stock and indebtedness the value 
of any of their own bonds or other obligations held in trust for 
them in any sinking fund belonging to them. In this amend- 
ment also the permission to deduct the amount of cash on hand 
was withdrawn. (Acts 1887, ch. 117.) 

This statute also changed the date of making the required 
report to "on or before the fifteenth day of November," stating 
the facts as of September 30. The date for paying the tax was 
changed to **on or before the 25th day of November." This law 
further provides that for companies that have paid regular 
dividends at the same rate for two years previous to the date of 
making the report, and for other companies so far as possible, 
the value of the stock for purposes of taxation shall be the 
average of the closing prices or bids during the month of Sep- 
tember preceding. When this method is impossible, the report 
must state the price of the last reported sale, and the Board of 
Ejqualization may fix the value according to its best judgment 

An amendment in 1893 extended the laws regarding the 
taxation of railroads to include all street railways of every 
description. (Acts 1893, ch. 209.) 

In 1895 the railroads were allowed to deduct from the 
value of their stock and indebtedness for purposes of taxation 
the amount of their stock issued in exchange for or purchase 
of the stock or obligations of any railroad company whose 
road is located outside the State. This act was made to apply 
to returns made for the years 1893 and 1894. (Acts 1895, ch. 
74.) 

A similar amendment in 1899 allowed the deduction of 
stock or funded or floating debt issued for the purchase of the 
stock or obligations of any steamboat company operating a 
line of steamboats in connection with the company's railroad 
line. (Acts 1899, ch. 31.) 

Again in 1903 the law was amended by extending the de- 
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duction of stock issued for purchase of or in exchange for 
dtock or obligations of a railroad company whose line is out- 
side the State to include also funded and floating indebtedness 
occasioned by such exchange or purchase. See the act of 1895, 
ch. 74, described above. (Acts 1903, ch. 173.) 

A similar deduction for stock or indebtedness issued for 
the purpose of acquiring the stock or indebtedness of a rail- 
road company whose line is wholly or partly within the State 
was permitted in 1905, with the proviso that tiie latter company 
should continue to include the securities thus acquired in its 
return for purposes of taxation. (Acts 1905, ch. 247.) 

Finally, by an act of 1911, each company is allowed to 
deduct the amount of stock or indebtedness issued for the pur- 
chase of any property held by it (other than its railroad and 
franchises and its real -estate in Connecticut not used for rail- 
road purposes.) If the company is unable to state the amount 
of capital or debt thus issued, it may deduct the actual cost of 
such property. (Acts 1911, ch. 283, sec. 1.) 



m. OPERATION OF THE PRESENT TAX SYSTEM 

The Companies Subject to the Tax, and the Revenue in 

1912: — There were in 1912 six steam railroads and fourteen 

/ electric roads in Connecticut subject to the State tax. The list 

of these roads with the amount of the tax paid by each in 1912 

is as follows : 

STEAM RAILROADS 

New York, New Haven & Hartford R. R. Co $ 974,161.24 

Branford Steam R. R. Co 312.00 

Hartford & Connecticut Western R. .R. Co 16,430.18 

New London Northern R. R. Co 17,032.84 

Norwich & Worcester R. R. Co 46,792.32 

South Manchester R. R. Co 721.39 

Total Steam Railroads $1,055,449.97 

ELECTRIC RAILWAYS 

Bristol & PlalnvUle Tramway Co $ 7,406.45 

Connecticut Railway & Lighting Co 207,574.34 

Connecticut Co 292,244.59 

Danbury & Bethel Street Railway Co 6,866.86 

Danbury & Harlem Traction Co 360.00 

Oroton & Stonlngton Street Railway Co 10,088.05 

Hartford & Springfield Street Railway Co 11,754.00 

New London & East Lyme Street Railway Co 2,776.47 

Norwich & Westerly Railway Co 3,322.25 

Providence & Danlelson Railway Co 462.94 

Shore Line Electric Railway Co 11,442.22 

Tolland County Street Railway Co 500.00 

South Manchester Light, Power & Tramway Co. .. 214.62 

West Shore Railway Co 1,100.00 

Total Electric Railways $ 556,110.79 

Total All Railroads $1,611^60.76 



RAILROAD COMPANIES 31 

Of the steam roads two are wholly within the State. These 
are the Branford Steam Railroad Company and the South 
Manchester Bailroad Company. The other four steam railroads 
lie partly outside the State and their valuation has to be appor- 
tioned according to road mileage. Of the electric railways 
only one, the Providence and Danielson Bailway Company, re- 
quired apportionment on account of being partly outside the 
State. In Appendix III, will be found a statement showing the 
value of the stock and indebtedness of the New Haven Road, 
its mileage within and without the State, and other data on 
which the tax was computed in 1912. 

The State Revenue in Past Years: — ^A statement showing 
the receipts of the State from taxes on railroad companies from 
the introduction of the first law in 1849 down to 1912 is given 
in Appendix I. 



IV. ORITIOISM OF THE PRESENT TAX SYSTEM 
A. THE STOCK AND BOND METHOD IN OEMERAL 

A genej'al discussion of the method of taxing corporations 
based upon capitalization has been given in the chapter on 
public service corporations. (See Chapter I above.) As 
has been shown, this method of taxation has some good fea- 
tures. It has, however, very serious defects. Taxation based 
on stocks and bonds is sure to be unreliable and very likely 
to work injustice in practice. This is due to the lack of any 
constant relation between the value of a corporation's securi- 
ties and the volume of its business, the amount of its earnings, 
gross or net, or its tax-paying ability. Market values of 
stocks, and sometimes of bonds, are subject to sharp fluctua- 
tions as the result of manipulation or other causes not closely 
related to the real value of the property. Nowhere is this 
charge more clearly demonstrated than in the history of Con- 
necticut's taxation of railroads. 

Application to the New York, New Haven and Hartford 
Railroad Oompany: — Taking for example, the New Haven 
Road, we find that the market value of its stock, upon which 
taxation is based, has varied greatly within the past few years. 
The following table shows this : 

VALUATION OP STOCK OP N. Y., N. H. & H. R. R. CO. FOR 
' PURPOSES OF TAXATION 



Date 


Value 


Date 


Value 


Date 


Valwe 


1871 


140 


1876 


140 


1881 


160 


1872 


120 


1877 


140 


1882 


160 


1873 


130 


1878 


140 


1883 


160 


1874 


140 


1879 


140 


1884 


165 


1876 


140 


1880 


155 


1885 


180 
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i88e 


206 


1895 


164% 


1904 


195 


1887 


210 


1896 


175 


1905 


190 


1888 


250 


1897 


190 


1906 


165 


1889 


250 


1898 


203 


1907 


134 


1890 


225 


1899 


210 


1908 


160 


1891 


225 


1900 


210 


1909 


160 


1892 


192 


1901 


210 


1910 


152% 


1893 


180 


1902 


215 


1911 


142% 


1894 


180 


1903 


185 


1912 


135% 



Of special significance is the great decline in value in re- 
cent years. From a valuation of 250 in 1888 and 1889, the 
stock has gone down in 23 years to 135l^. The latter was tiie 
average for 1912. On January 18, 1913, the closing market 
quotation was 128V^, or barely over half the value in 1889. 
This decline has gone on in spite of the fact that the Company 
has maintained its regular annual dividends at 8 per cent, 
without a break since 1895. 

This decline in the value of its stock has accompanied 
a remarkable growth in the system of the New Haven Road. 
During these years the road has developed greatly by extend- 
ing its lines in this and other States. It has also obtained con- 
trol in various ways of the lines of other railroads. Its busi- 
ness has increased, as have also its earnings, both gross and 
net. The following figures show the development of the road 
during the past two decades in mileage operated, and in gross 
and net earnings. 

NEW YORK, NEW HAVEN & HARTFORD RAILROAD CO. 

Gross Operating Net Operating 

Revenues. Revenues. 

$10,749,168 $ 3,369,394 

27,901,736 8,887,708 

40,325,152 12,100,312 

49,981,948 14,148,925 

62,916,975 23,312,922 

67,359,219 24,217,202 

With the decline in market value of the stock of the New 
Haven Boad there has been a great increase in the amount 
of its capital and funded and floating indebtedness. Yet the 
taxes paid by the Road have by no means kept pace with the 
development of its system. This is shown by the following 
statement of the amount of taxes paid hy the Company to the 
State of Connecticut since 1900. 

TAXES ASSESSED AGAINST NEW YORK, NEW HAVEN 
& HARTFORD RAILROAD COMPANY(*) 

1900 $ 749,788.81 

1901 760,656.51 

1902 807,430.65 

(*)The taxes paid In the three years 1908-1910 were in- 
creased by the taxes on the trolley lines merged in those years. 



Tear Ending 


MileB of Line 


June 30. 


Operated. 


1890 


525.89 


1895 


1,464.21 


1900 


2,037.68 


1905 


2,087.95 


1910 


2,040.80 


1912 


2,091.90 
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1903 $ 8S7,836.U 

1004 967,309.73 

1905 927,848.71 

1906 1,014,568.57 

1907 1,132,548.54 

1908 1,334,472.68 

1909 1,452,265.12 

1910 1,248,324.22 

1911 1,076,251.79 

1912 974,161.24 

• 

It is clear that the New Haven Road's contribtitioii to the 
State has not merely failed to keep pace with the growth of 
its business. It has actually declined. The taxes paid in 1911 
were less than in i9Q7, and the taxes of 1912 were less than was 
paid in any year since 1905. While gross earnings have in- 
creased since 1905 by 35 per cent., and net earnings by 71 per 
cent., the State's twes have increased by only a paltry 5 per 
cent. 

This result, although largely due to complications in the 
Connecticut system, to be discussed below, is to some extent 
inherent in a system of taxation based upon the value of 
stocks and bonds. Under its operation it is clear that the 
State of Connecticut has been a loser. 



B. PEOXTLIABITIKS OF THE OONNBOTIOUT SYSTEM 

The taxation of railroads upon stocks and indebtedness 
is bad enough unden the simplest form of the method. In Con- 
necticut the tax system has been made immeasurably worse by 
a series of exceptions and other complications added to the 
statute in the course of its development during a long period 
of years. Some of these exceptions, possibly aU of them, have 
been due to an honest desire to make the tax system as fair 
as possible. Nevertheless, the result has been serious loss of 
revenue to the State, which in many cases cannot be easily 
justified. It has also resulted in intolerable confusion and a 
situation which makes effective administration almost impossi- 
ble. A brief criticism of the peculiarities of the Connecticut 
system is in order here. 

Deductions Permitted from the Value of Stock and Indebt- 
edxiosa: — -As has been shown the Connecticut statute although 
based primarily upon the total value of stocks, bonds, and 
floating indebtedness, nevertheless permits a large number of 
deductions from this sum. These deductions are all capable 
of more or less i)lausible defense on grounds of fairness to the 
corporations taxed. In few eases can they be supported with- 
out qualification. 
4 
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(1) Sinkiiig Fund Bonds: — ^The provision allowing a rail- 
road to deduct any of its own bonds held in trust for it in its 
own sinking fund can hardly be criticized except on the 
ground of increased complication. It is obvious that when a 
corporation has paid off its bonds and placed them as an asset 
in its sinking fund, these bonds no longer represent any in- 
vestment in the corporation, and hence may properly be de- 
ducted before imposing a tax upon capitalization. It might 
possibly be urged that a railroad corporation is under no obliga- 
tion to hold its own bonds in its sinking fund, and if it chooses 
to do so it may fairly be called upon to pay the tax upon such 
bonds. This, however, is at best a minor criticism, and we 
may pass by this deduction as being fairly justifiable. 

(2) Securities Issued to Acquire Securities of Another Con- 
necticut Railroad: — ^Railroads are allowed to deduct any stock 
or indebtedness issued in order to acquire stock or indebted- 
ness of other railroads located wholly or partly in Connecticut. 
This deduction appears fair upon its face, since the law pro- 
vides specifically that the road issuing tlie stock must con- 
tinue to report it for taxation in Connecticut. It would ob- 
viously be double taxation to tax the acquiring road upon its 
investment in such stock. However, the method thus chosen 
for avoiding double taxation is open to criticism. The road 
which originally issued the securities in question is, presumably, 
paying to the State a tax upon the value of such securities. 
It does not follow, however, that the value upon which the 
first corporation is paying taxes is identical with the amount 
of the securities of the other corporation issued for the pur- 
pose of acquiring the stock in question. It is conceivable that 
the stocks may have been acquired at an excessive price, in 
which case the deduction allowed the acquiring road is ex- 
cessive. 

The object contemplated by this provision of the law 
would be accomplished with fairness to all concerned if, in- 
stead of the deduction here allowed, it were provided that any 
road which had issued stock or obligations to acquire the 
securities of another road in the State should be allowed to 
deduct the value at which such securities were taxed to the 
road from which they were acquired. 

(3) Securities Issued for Expenditures on Another Road 
Outside the State: — Deduction is allowed for stock and obli- 
gations issued to obtain funds to expend for permanent im- 
provement or equipment of another road in another State. 
This provision also appears fair on its face. The property 
for which such funds were expended is presumably taxed by 
the State in which the other road is located and should in 



RAILROAD COMPANIES 35 

fairness not be taxed again by Connecticut. It does not nec- 
essarily follow, however, that this investment is actually taxed 
at the full amount of the securities issued therefor. Wealth 
is very rarely taxed at its full purchase price and yet the de- 
duction allowed is for the full value of all securities issued 
for the purpose of expenditure upon this property. It is also 
possible that excessive prices were paid for such property, far 
in excess of any value at which they will actually be taxed 
by the State where located. In other words, this arrange- 
ment, while ostensibly being only for the purpose of pre- 
venting unjust double taxation, is actually so drawn as al- 
most certainly to lead to an escape from taxation in Connecti- 
cut far in excess of the additional taxation imposed by an- 
other State. There is no way to defend such a provision. A 
proper arrangement to avoid double taxation would have been 
to allow the Connecticut road to deduct from the value of its 
own securities the assessed value in another State of any per- 
manent improvement or equipment purchased with the pro- 
ceeds of an issue of its own securities. It may be objected that 
it would not always be an easy matter to determine separately 
this assessed value of the property purchased. This, how- 
ever, is no defense of the present arrangement. It simply calls 
attention to the difficulties inherent in the stock and bond 
method of taxation. 

(4) Securities Issued to Acquire Securities of Another 
Boad Outside the State: — ^Deduction is allowed further for 
securities issued in order to acquire the stock or obligations 
of a railroad company whose line is outside the State. This 
corresponds to a similar deduction in the case of a road wholly 
or partly within the State. (Number (2) above.) The ap- 
parent justification and the defect of this deduction are much 
the same as for the two cases just discussed. The only justi- 
fication of such deduction is to avoid double taxation of the 
same wealth. As worded, however, the deduction is almost 
certain to be in excess of the extra taxation involved. 

Numerous examples might be cited from the cas« of the 
New York, New Haven & Hartford Railroad in proof of this 
statement. 

The Massachusetts Legislature in 1910 ordered an investi- 
gation by a commission into the value of the property of the New 
York, New Haven & Hartford Railroad Company. This com- 
mission employed a corps of expert engineers and accountants 
and made a most careful and exhaustive inquiry. Their r^ort, 
published in 1911, is a volume of 581 pages and presents a mass 
of information regarding the property of this Company. It is 
worthy of mention that the commission had access to the ap- 
praisal previously made for the Railroad Company by Mr. John 
P. Stevens, its Vice President. Prom this report we are able to 
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obtain reliable yaluations of certain securltieg of the ^w Hayen. 
Road on account of which deductions were n^ade from the tax- 
able value of its own stock and indebtedness^ under the statute 
which we are now discussing. 

For example, the New Haven Bead deducted from its 
taxable valuation, in 1910, $2,918,958.38 on account ot obli- 
gation^ incurred for the purchase of stock of the Bcirkshire 
Street Railway Con;ipany. The Massachusette Validatioft Re- 
port appraised this stock as worth $1,300,011, a difference of 
$1,618,947.38. For stock of the Rhode Island Company, ap- 
praised by the Massachusetts Commission at $6,000,000, the 
New Haven Road was able to deduct $24,220,978.90, a differ- 
ence of over $18,000,000. It should be stated in all fairness, 
that some of the other items show a discrepancy on tl^e other 
side. Yet the net result is distinctly in the Railroad Com- 
pany's favor. Of 14 separate classes of stock, for which, the 
comparison is possible, the total appraised value wius $30,156,- 
758.95, whereas the Company deducted $47,780,194.44 on their 
account, and it is by no means certain that these securities 
were actually taxed even at their appraised value. 

It should be clear, vrithout furtiier argument, that this 
deduction is not justifiable. In order to produce simple justice 
there should be deducted, not the full amount of the securities 
issued, but rather the value of the securities as assessed for 
taxation in another State. 

(6) Securities Issued to Acquire Securities of Steamboat 
Compa^iues: — ^We come next to the deduction allowed for all 
stock or indebtedness issued in order to acquire the stock 
or obligations of a steamboat company operating a line of 
steamboats in connection with the company's road. It is not 
easy to defend this arrangement. The normal assumption is 
that capital invested in a railroad corporation is intended for 
use in the railroad business. The tax laws of the State are 
constructed upon this general understanding. It \^ true that 
steamboat companies are not subject to taxation by the State 
in Connecticut, and that this puts a burden upon steamboat in- 
vestmfeirt by a railroad company if the capital so invested is 
subject to railroad taxation. However, if a railroad company 
finds it advantageous to invest part of its capital in steam- 
boat lines or other businesses this fact would hardly seem^ to 
give a fair claim for exemption from taxation upon life capital 
thus invested. 

* It may possibly be argued that the whole intent of the 
present statutes is to tax the v^ue of the road, and not any 
other property which the road may have acquire ; hence this 
and some of the preceding deductions are justified. This, how- 
ever, is not quite a fair statement of the purpose of th« present 
law. If railroad corporations were not taxed directly, all of 
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their securities would |n«sumably be taxed as personal property 
of the owners and the fact of their issue to acquire Some prop- 
erty other than the railroad itself would be no reason for ex- 
emption. The present tax is in lieu of taxes on the securities 
in the hiuids of the holders. No deductions are logically war- 
ranted except to avoid double taxation of property which can 
be proved to be already taxed by another method. 

The absurd lengths to which this provision of the statute 
has led in actual practice are well illustrated by the present re- 
lation between the New Haven Railroad and the New England 
Navigation Company, together with the character of the busi- 
ness and investments of the latter Company. The situation 
is explained in the following section. 

The New England Navigation Oompany:— In 1912 there 
was deducted from the total valuation of the shares of stock 
an^ indebtedness of the New York, New Haven & Hartford 
Railroad Company $63,488,821.78, because of investment in 
stock and obligations of the New England Navigation Com- 
pany. 

This Company pays no taxes to the State of Connecticut, 
and the total taxes paid by it on all its property for the year 
ending June 30, 1912, were $51,361.18, or .0109 per cent, of its 
total operating revenue, namely $4,697,614.57. No detailed 
statement of the assets of this Company is filed with any 
official of the State of Connecticut. 

The Report of the Joint Commission of Massachusetts on 
the New York, New Haven & Hartford R. R. Company in 1911 
(see above), gives the following statement of its assets. 

PROPSBTY. Book V41ttO. 

Marine Department, (including $12,184,900 for 
steamboats and other floating equipment, and 
$3,606,260 for good-will) $ 17,869,721.75 

New Haven stock, 172,946 shares 29,829,766.61 

New Haven stock, paid subscriptions to 66,898 
additional shares 7,111,630.60 

Hartford k New York Transportation Co. 131,320 
shares (par $26 per share) capital stock — entire 
issue 8,619,^4.69 

Hartford k New York Transportation CJo., notes- 
entire issue 200,000.00 

Merchants k Miners' Transportation Co., 26,000 
shares capital stock— one-half of entire issue ..* 2,600,000.00 

Merchants' k Miners Transportation Co., 4% de- 
benturea— entile issue, $3,250,000 * 8,250,000.00 

Billard Co., registered gold notes * 14,260,000.00 

Worcester & Connecticut Eastern, 1st mort 4%% 
bonds 42,487.60 

Housatonic Power Co., 80,000 shares capital stock 
— entire issue 2,985,978.45 

Housatonic Power (!k>., notes — entire issue 979,565.23 

*t>ar ValU^ 
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fl 

Boston Chamber of Commerce, stock 200.00 

C. S. Mellen, Note 25,000.00 

Accrued Interest 164,603.02 

Total $ 82,218,807.66 

The Boston News Bureau makes the following commit 
on this statement: 

''This table does not enumerate all the 15 or 20 'holding* and 
operating electric, gas, power, water and steamship enter- 
prises now assembled in New England Navigation Company, but 
it sufficiently indicates the heterogeneous make-up of the com- 
pany, which seems to have served as a' general repository and 
clearing house of the New Haven system. The Massachusetts 
Validation Commission refuses to recognize the 172,946 parent- 
company shares as other than treasury stock and finally evolves 
a reduction in the $82,000,000 gross book values to a net ap- 
praisal of $8,710,174." 

"Incidental disclosures of $14,260,000 Billard Company notes 
in the balance sheet of the Navigation Company recalls the dis- 
posal of the New Haven's Massachusetts trolleys (held through 
New England Investment & Securities Company) two years ago, 
following a ruling of the Supreme Court, and suggests that the 
Billard Company notes may really constitute a string on those 
street railway properties. The Billard Company now has an 
authorized capital of $2,000,000, and its personnel, while not 
. including any of the New Haven's directors or management, is 
persistently rumored to be of the 'Mellen family.' " 

In determining the valuation for the purposes of taxation 
of the stock of the New York, New Haven & Hartford Bail- 
road Company, the total investment of the Company in the 
New England Navigation Company is deducted, as stated 
above. Of the total assets thus enumerated, it will be noted 
that less than one-third is definitely invested in marine busi- 
ness or companies; more than one-third is invested in the 
stock of the New Haven Road, and the balance in various 
heterogeneous items. 

The Housatonic Power Company operates through owner- 
ship, or under lease, to the New Haven Railroad various Con- 
necticut electric light, power and railway companies, as fol- 
lows: 

Norwalk & South Norwalk Electric Lig^t Company. 

Norwalk Gas Light Company. 

The Central Railway & Blectric Company (Lighting Dept) 

Greenwich Gas & Electric Lighting Company. 

Naugatuck Blectric Light Company. 

Waterbury Traction Company (Lighting Dept) 

The Branford Lighting & Water Company. 

Village Water Company of Suffield. 

New Milford Power Company. 

Power Station & Transmission Line at Quassapoag. 

None of these companies are taxed specially in Connecti- 
cut but are subject only to the general laws taxing the prop- 
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erty of general corporations. In the opinion of your Com- 
mission there should be a separation of tiie earnings from the 
marine companies and those of the other affiliated companies 
grouped under the name of the New England Navigation Com- 
pany, and the earnings from the latter included for the pur- 
pose of taxation with those of the steam and trolley companies. 

(6) Securities Issued for Purchase of Any Non-]E^Eulroad 
Property: — ^Finally we come to the law of 1911, which allows 
the deduction of stock or indebtedness issued for the pur- 
chase of any property held by the railroad company other than 
its railroad and branches and its real estate in Connecticut not 
used for railroad purposes. Where it cannot state the amount 
of stock issued for the purchase, the company is allowed to de- 
duct the actual cost of such property. The principle under- 
lying this section is the same as those that have been dis- 
cussed. We simply have here a somewhat more flagrant case. 
The property in question is, presumably, taxed where located, 
since it is property not directly connected with the railroad 
business, and therefore not exempted on account of the tax 
on the capital of the company. It may fairly be claimed, 
therefore, that the company should be allowed an offset for 
taxes paid upon such property since the value of this property 
is included in the value of the stock and bonds of the corpora- 
tion. This, however, does not justify any such arrangement 
as is contained in tiie Connecticut law. Under the statute 
deduction is made of the full cost value of all such property. 
It is in\ponceivable that all of this property is actually taxed 
at its full cost value. Some of it may escape taxation entirely 
and under prevailing methods of taxation it is practically 
certain that such of this property as is taxed pays at a 
value considerably below its cost. The statute thus gives to 
the railroad a deduction far in excess of anything that is 
warranted by a just attempt to prevent double taxation. This 
end could have been fairly accomplished by providing that 
the deduction allowed should be the assessed value placed 
upon such property for purposes of taxation. 

One of the interesting features of this law is that it re- 
moves all restrictions from the deductions previously allowed 
in other parts of the tax law. For example, deduction on 
account of purchase of securities of a steamboat company was 
limited in the original law of 1903 to a company operating a 
line of steamboats in connection with the railroad company's 
railroad. This deduction can now be made under the law of 
1911, without any restriction. The New England Navigation 
Company might give up its steamboats entirely, yet all in- 
vestment in its securities would still be deducted. The law of 
1903 is tiierefore entirely superseded and no longer necessary. 
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Ajg^in, the wise reqtiireiti^nt («iee No. (2) Ikbore) tiiat de- 
duetion of securities issued to obtlbin securities of another 
Coimecticut railroad will be aUo^i^d only in case the other 
railroad lists said securities for taxation, is completely abro> 
gated by this law. For example, the New Haven Road, hav- 
ing acquired the stock of the Conhecticut Company without 
the special issue of any additional securities, attempted in 
1910 to have the entire capital stock of that company deducted, 
llie Board of Equalization refused to allow the deduction. 
Under the law of 1911, however, the Company has had no 
such difficulty. In 1911 and 1912 the New Haven Boad has 
deducted from the value of its securities for purposes of tax- 
ation $40,000,000, being the par value of this stock. The Con- 
necticut Company, on the otiier hand, was taxed on the same 
stock at a valuation of $26,000,000 in 1911 and $30,000,000 in 
1912. This means that, under the law, the NeW Haven Koad 
reduced the value of its own securities for purposes of tax- 
ation to the extent of $14,000,000 in 1911 and $10,000,000 in 
1912, a reduction which, though legal, cannot be otherwise 
justified. 

In brief, the liaw of 1911 practically removes froui the 
possibility of taxation an almost unlimited amount of property 
of all kinds and descriptions, without any requirement of evi- 
dence that this same property has been taxed eh^where. 

• 

Apportionment of the Valuation of Securities of Inter- 
state Biedlroads. — (1) The Boad Iffileage Basis: — ^W^ere a 
railroad's line lies partly within and partly without the State 
the statute provides for apportioning to Connecticut her share 
of the value, of the stock and indebtedness of the road upon 
the basis of mileage of line of road within and without the 
State. This is a crude rule of apportionment. Being based 
on road mileage, it counts each mile of line the same as any 
other. For example, a mile of four track or six track trunk 
line between New Haven and New York counts exactly the 
same as a mile of single track of a back-woods branch outside 
the State. If apportionment is to be based on mileage, all 
track mileage is the only basis which represents fairly the 
distribution of a railroad's property and business. As it 
happens, the simple rule of apportionment according to road 
mileage would have produced substantial justice Up to the 
present time, had it not been thrown out of joint by Connecti- 
cut's arbitrary treatment of branch lines. This inatter ijs dis- 
cussed in the following section. 

(2) Treatment of Branch^: — ^In apportidiiing liie value 
of the securities of interstate roads, the branch lines in ttie 
State of Connecticut which are worth, in the opinion ol th^ 
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Board of Bqiiidi^tioB, teas p^ mile ikaai tyn^touHh the aver- 
age value of a n»le of th^ main trunk line are eiceluded. The 
value of such branches ib dedu<5ted from the valUe of the 
securities of the road for purposes of taxation, and the length 
of such branches is also deducted from the total mileage of 
the road and the mileage in Connecticut for the purpose of 
apportionment. These branches are then taxed separately at 
1 per cent, of their value as thus determined. 

This arrangement has placed upon the Board of Equal- 
ization a difficult, indeed an impossible, task. The Board is 
required to make a separate valuation of all branch lines in 
Connecticut. This is the very thing which the stock and bond 
method was devised mainly to avoid. There is no way by 
which the value of a single branch of a railroad system can be 
satisfactorily determined. On its face, this provision seems to 
imply an annual physical valuation, and if this statute is re- 
tained the Board of Equalization should be authorized to 
secure a physical valuation of all the branch lines and should 
be given some authoritative formula for determining the aver- 
age value of a mile of the trunk road, this being another part 
of ike Board's present task. But the difficulty involved in 
basing railroad taxation on physical valua^ons is one of the 
principal causes which have led so many States, including 
Connecticut hersdf, to seek other methods of taxation. 

The Board of Equalization is not composed of railroad 
experts, and its membership is subject to frequent change. 
It is not possible for it to determine the value of the branch 
roads, or the average value of the trunk road by any investi- 
gation of its 0*^ under the present statutes. The method in 
use f6r many years has been to accept the figures submitted 
by the railroads in their reports. In diort, this part of the 
law is incapable of effective administration. 

More thah this, the arrangement is distinctly unfair to 
the State of Connecticut. The branch lines located in Con- 
necticut are taken out and valued separately. In detecmining, 
therefore, Connecticut's ratio of the value of the road re- 
maining the length of all branch lines in Connecticut is de- 
ducted from the numerator of the fraction. No such deduc- 
tion, however, is made for branch lines located outside the 
State, whose lengtii remains to swell the denominator of the 
same fraction. For example, the road formerly known as the 
New Haven & Northampton Railroad has recently been merged 
with the New York, New Haven & Hartford Railroad Com- 
pany. The portion in Connecticut in considered as a branch, 
and the length of tliil9 part of the road is not included in the 
numerator of the fraction which represents the miles in this 
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State, but the length of the part of the road which is in 
Massachusetts is retained in the denominator. 

Connecticut's share, as determined by this method, is seri- 
ously reduced, and since this fraction determines Connecticut's 
share of the valuable trunk line of the railroad, the loss is by 
no means made up by the tax of 1 per cent, upon the branch 
lines in Connecticut separately valued. 

The Resulting Complications: — That the Connecticut 
method of taxing railroads is complicated and confusing vrill 
be readily admitted by any one who has read the criticism 
just preceding. A mere reading of the abstract of the prin- 
cipal features of the law as given in a previous section would 
be enough to bring any one to the same conclusion. To reach 
the same result, one need only glance at the statement given 
in Appendix III, which shows the operation of the present sys- 
tem. The verdict may be clinched by still another practical 
example, namely, the official report of the New York, New 
Haven & Hartford Railroad Company to the Tax Commission- 
er, as required under the statute. The full text of this report 
for the year 1912 is given in Appendix IV. "With such evi- 
dence as this, it will hardly be denied that the present system 
has been shown to be complicated, uncertain, difficult to ad- 
minister, and likely at any time to lead to disagreement be- 
tween the officers of the State and the corporations concerned. 



C. SUMMARY OF CRITICISM OF THE PRESENT 

TAX METHOD 

The foregoing discussion has shown that Connecticut's 
method of taxing railroad corporations is highly unsatisfac- 
tory. It is based upon the so-called stock and bond method. 
This basis was introduced in the act which was passed in 1864, 
and which was no doubt adequate at that time. The very great 
extension of the New York, New Haven & Hartford Railroad 
has required changes in the taxation statutes which are largely 
in the Tbrm of amendments to the original act. The stock 
and bond method even in its simplest form is arbitrary and 
insufficiently related to the business earnings or tax-paying 
ability of the corporations concerned. As developed in Con- 
necticut, the present system contains peculiarities which ren- 
der it unjust to the State, difficult to administer and prac- 
tically impossible for the ordinary citizen to understand. The 
result is a law that is antiquated, inconsistent, illogical, and 
ill adapted to the physical and financial growtii of the great 
interstate railroad system which it principally affects. The 
radical amendment of the system is demanded on grounds both 
of justice and effective administration. 
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V. THE OBOSS EABNINOS TAX 

Seasons for Adopting the Oross Earnings Tax: — ^It has 
been shown in what has gone before that the present system 
of taxing railroads in Connecticut is indefensible. To a con- 
siderable extent, the weakness of the present system is due to 
features which have been added to the original method by 
amendments at various times during the past fifty years. 
Many of these features are not necessarily inherent in the 
stock and bond method of taxation, which is the basis of the 
Connecticut system. The present method of taxation might 
therefore be greatly improved by removilig these complicating 
features and bringing the system back to the fundamental 
stock and bond method in its simplest form. Even this would 
involve an entire overhauling and remodeling of the statute. 

It has been fully explained in Chapter I, that for the 
•taxation of public service corporations the gross earnings tax 
is decidedly superior to other methods. The gross earnings 
tax is particularly adapted to the taxation of railroads. To 
substitute for Connecticut's present system a gross earnings 
tax would involve scarcely more radical change than to reform 
it by perfecting the stock and bond method. As between these 
alternatives then, your Commission is convinced that the wise 
course will be the adoption of the gross earnings tax. The 
only other plan which deserves serious consideration is the 
ad valorem basis, involving the valuation of the physical 
and other property of the railroads under the direction of a 
State Board. As pointed out in Chapter I, this method is 
inferior to the gross earnings tax. The Commission is of the 
opinion, therefore, that the wise course is to give up entirely 
the stock and bond method and adopt at once the tax on gross 
earnings. 



A. THE BATE OF THE OBOSS EABNINOS TAX 

The Problem of the Bate: — The most important question 
that arises in imposing the gross earnings tax upon any partic- 
ular class of corporations is, what shall the rate be? The 
general problem involved has been fully discussed in Chap- 
ter I. As there explained, approximate justice for a given 
class of corporations is to be obtained by determining a tax 
rate which will make the burden upon the corporations 
practically equivalent to the burden of the general property 
tax on wealtii in general. It has already been shown that with 
certain qualifications, a rate of 1 per cent, upon true market 
value may be assumed to be about the rate of taxation normally 
borne under the general property tax. This assumption is 
especially justified as regards the taxation of railroads in 
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Connecticut, siilce it is tbe itsBomption on which tiie present tax 
is based. The Connecticut statute imposes a tax of 1 per cent, 
on the value of securities supposed to represent the total value 
of the property of the railroad corporations. The problem 
then is to determine what rate of tax upon the gross earnings 
of railroad companies will produce a burden practically equiv- 
alent to a tax of 1 per cent, upon the value of the property of 
the corporations. 

In CSiapter I, we have explained whdX is, on the whole, the 
most accurate method of determining the proper rate of a tax 
on gross earnings. This method amoimts practically to de- 
termining the equivalent of a tax of 1 per cent, upon the capi- 
talized value of the net earnings of the corporations in ques- 
tion, using as the rate of capitalization the rate of yield act- 
ually obtained by investment in the companies' stock at present 
market values and present dividend rates. This method has 
been fully explained in Chapter I. It is essentially 
the method so skillfully developed and applied by 
the California Tax Commission of 1906. In brief, the rate of 
the gross earnings tax is found by dividing the prevailing ratio 
of net earnings to gross among tiie corporations concerned by 
a fair rate of capitalization. 

The Ratio of Net Earnings to Qross— Steam Beads:— We 
must first determine the prevailing ratio of net earnings to 
gross among the railroad corporations of the country, and in 
particular for the railroadia operating in the State of Connecti- 
cut. 

The necessary facts regarding the operating eainings and 
expenses of the railroads operating in Connecticut and in the 
whole United States are shown in the following tables : 

OPERATING EARNINGS AND EXPENSES 
NEW YORK, NEW HAVEN ft HARTFORD RAILROAD 

YBAB ENDING JUKS 86. 
1909 1910 

Gross Operating Earnings $56,370,723.79 $62,916,974.17 

Operating Expenses 36,889,092.84 89,604,(N(2.S7 



i*^^— "■»—■•— ^ 



Net Operating Earnings $19,481,630.95 $23,312,921.80 

Ratio Net to Gross 34.56% 37.05% 

1911 ma ^ 

Gross Operating Earnings $64,457,068.03 $67,359,218.66 

Operating Expenses 41,802,473.19 43,142,016.29 

Net Operating Bdmings 22,6&4»694.84 24,217,202.27 

RaUo Net to Gross 35.15% 85.96% 
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C5SNTRAL NEW BNQLAND RAILWAY 

YEAB EtnHKQ JUNE 80: 
1910 19X1 1912 

Gross (^^QTfttiAS 

Earnings $9,022,72ai9 $3,220»450.21 $3,468,626.81 

Open^ting Expenses . 1,733,232.66 1,902,364,78 1,766,843.86 



Net Opeirating 
Earnings $1,289,487.53 1,318,086.43 1,701,781.95 

Ratio Net to Gross . . 42.66% 40.93% 49.06% 



NEW LONDON NORTHERN RAILWAY(») 

YEAR ENDINO JUNE 80: 
1910 1911 1918 

Gross Operating 

Earnings $1,083,759.11 $1,102,277.25 $1,107,915.22 

Operating Expenses . 891,297.32 910,25a32 883,674.67 



Net Operating 

Earnings 192,461.79 192,026.93 224,240.55 

Ratio Net to Gross . . 17.76% 17.42% 20.24% 

OPERATING EARNINGS AND EXPENSES, LARGE RAIL- 
ROADS OF THE UNITED STATES— EASTERN 

DISTRICT (♦♦) 

YEAR ENDING JUNE 80: 
1911 1912 

Grpss Operating Earn^n^^s $1,053^,815,197 $1,Q88>667,662 

Operating ]p2xpenses 747,919,206 772,576,134 

Net Operating Revenue 305,895,991 316,091,528 

Ratio Net to Gross 29.03% 29.03% 

LARGE RAILROADS OP THE ENTIRE UNITED STATES (t) 

YEAR ENDING JUNE 80: 
1911 X912 

Gross Operating Earnings $2,371,976,532 $2,418,918,771 

Operating Expenses 1,639,3,54,017 1,683,920,242 

Net Operating Earnings 732,622,515 734,998,529 

Ratio Net to Gross 30.89% 80.89% 

The foregoing tables give the operating earnings and ex- 
penses, together with the ratio of net earnings to gross, of the 
three railroad companies operating in the State of Connecti- 
cut. We have not included the South Manchester Railroad, a 
small road operating only 2^ miles of line, and showing, as a 
result of its operations, net earnings of $54.94 in 1910, and a 

(♦) Operated by Central Vermont Railway Company under 
leasOi Fibres are from lessee's account. 

(♦^)27 roads, having operating revejaue exceeding $10,000,000 
in the year ending June 30, 1912. 

(t)63 roads, haying operating^ reyiSnHe exceeding $10,000,000 
in the year ending June 30, 1912. 
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net loss of $2,382.33 in 1911, and $9,663.61 in 1912. The New 
York, New Haven & Hartford Railroad shows a rafio of net 
earnings to gross in the neighborhood of 36 per cent, during 
the past fonr years. The average for the fonr years 1909 to 
1912 was 35.68 per cent. The Central New England Railroad 
shows very high net earnings, its ratio of net to gross averag- 
ing 44.22 per cent, during the past three years, 'fiie New Lon- 
don Nortiem Railroad on the other hand shows relatively 
low net earnings, averaging 18.47 per cent, of its gross earn- 
ings in the years 1910 to 1912. 

Turning to the general railroad situation of the United 
States and taking first the total figures for all of the large 
operating railroads of the United States in the eastern district, 
we find a ratio of net earnings to gross of 29.03 per cent, in 
each of the last two years. The situation is only slightly 
changed if we include all of the large railroads of the entire 
United States, the average ratio for the last two years being 
30.64 per cent. 

The evidence thus presented is so complete and agrees so 
closely that we are able to arrive at a very fair idea of the 
prevailing ratio of net earnings to gross among railroad cor- 
I>orations. Since the New Haven Road is the one with which 
we are principally concerned, its situation should be given 
special weight. The net earnings of the Central New England 
Railway are evidently abnormally high and should not be al- 
lowed great influence upon the result. The same holds true 
of the abnormally low ratio shown by the New London North- 
em Railroad. Taking account, therefore, of the fact that the 
principal railroad system of Connecticut shows a ratio of net 
earnings to gross of 35.68 per cent., and that the ratio for all 
the large railroads of the country is about 30 per cent., we 
may safely take 33 per cent, as a fair average ratio of net 
earnings to gross for the purposes of our calculation. The Cali- 
fornia Tax Commission of 1906 arrived at 36 per cent, as rep- 
resenting the prevailing ratio at that time. 

Ratio of Net Earnings to Oross — ^Electric Roads : — ^The fol- 
lowing table shows the ratio of net earnings to gross of the 
electric railways operating in Connecticut in 1910 and 1911 
respectively : 

ELECTRIC RAILWAYS OF CONNECTICUT, RATIO OP NET 

EARNINGS TO GROSS 

TEAR ENDINO JUNE 80: 
1910 Idll 1012 

Bristol & PlalnvlUe Tramway Co.(*) 36.07% 33.13% 33.12% 

Connecticut Co. 38.34% 30.67% 36.14% 

—— _^ — - — ' — ■ — ' — 1 

(♦)A very large part of the earnings of the Bristol and 
Plalnvllle Co. comes from its electric lighting and gas depart- 
ments. 
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Danbury ft Bethel St Ry. Co 27.36% 30.75% 29.00% 

Farmington St. Railway Co 45.75% 

Groton ft Stonington St. Ry. Co 49.86% 47.92% 32.26% 

Hartford & Springfield St. Ry. Co. ..36.83% 38.38% 36.35% 

New London ft East Lyme St. Ry. Co 18.16% 17.70% 15.52% 

New York ft Stamford Ry. Co 32.35% 28.82% 

Norwich ft Westerly St. Ry. Co 26.67% 14.31% 36.96% 

Providence ft Danielson Railway Co. 5.11% 3.21% 

Shore Line Electric Railway Co 11.70% 30.90% 

It appears that the ratio of net earnings to gross varied 
somewhat as between the different companies. The average 
for all the companies was 31.48 per cent, in 1910, 26.00 per 
cent, in 1911, and 31.01 per cent, in 1912, an average of 29.50 
per cent for the three years. 

Since the Interstate Commerce Commission has not yet 
published returns of electric railways, the latest information 
we have covering the United States at large is Bulletin No. 3, 
of the United States Census Bureau, published in 1903. Prom 
this Eeport the following figures are given showing the oper- 
ating earnings and expenses of the street and electric railways 
of the United States in 1902, and of the companies operating 
in Connecticut in that year. 

STREET AND ELECTRIC RAILWAYS, 1902 

Entire United 

States. 799 Op* Oonnecticut. 

eratins Com 21 Operating 

panies. Companies. 

Gross Operating Earnings $247,553,999 $4,284,089 

Operating Expenses 142,312,597 2,773,608 

Net Operating Earnings 105,241,402 1,510,481 

Ratio Net to Gross Earnings 42.51% 35.26% 

From these figures it appears that the electric railways 
of the United States in 1902 showed net earnings relatively 
much higher than shown in recent years by the electric rail- 
ways of Connecticut. This is no doubt in part due to the fact, 
pointed out by the California Tax Commission of 1906 (see 
pages 185-191 of their Report), that sufficient allowance for 
depreciation was not made in these figures. The Census figures 
show that the ratio of net earnings to gross of the companies 
operating in Connecticut in 1902 was lower than for the 
United States at large, although somewhat higher than shown 
by the Connecticut companies today. Taking account of all 
of these facts, we may fairly take 33 per cent, as a reasonable 
compromise between the ratios shown for the Connecticut com- 
panies at present and ten years ago, and for the companies of 
the United States at large in 1902. We therefore find the 
ratio of net earnings to gross among electric railways prac- 
tically the same as for steam roads. The California Tax Com- 
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mission of 1906 also concluded that there was no essential 
difference between steam and electric railways as regards the 
ratio of net earnings to gross. 

The Bate of Capitalization: — ^We must next determine the 
proper rate for capitalizing the net earnings of railroad com- 
panies. For this purpose it is necessary to ascertain what is 
the normal rate of yield upon inyestment in railroad stocks. 
This is accomplished roughly by a comparison of the market 
values and dividend rates of the stocks in question. On a 
previous page, the average market value of tiie capital 
stock of the New York, New Haven & Hartford Rail- 
road for the past forty years is shown. Since 1895 the 
dividend rate of ttiis stock has been constt^nt at 8 per cent. 
This gives the following rates of jneld for the past ten years. 

NBW YORK. NBW HAVBN ft HARTFORD RAILROAD 



Tear. 


Rata of Yield. 


1903 


4.32% 


1904 


4.10% 


1905 


4.21% 


1906 


4.86% 


1907 


6.97% 


1908 


6.00% 


1909 


6.00% 


1910 


6.26% 


1911 


5.61% 


1912 


5.90% 



Average 6.02% 

Prom the above figures it appears that investment in the 
stock of the New Haven Boad at market prices has yielded 
during the past ten years anywhere from 4.1 per cent, to 5.97 
per cent., the average yield for the past ten years being almost 
exactly 5 per cent. A similar study of the other steam rail- 
roads of Connecticut shows a somewhat lower rate of yield. 
No great weight should be given to the figures of yield for the 
stock of the other Connecticut railroads for the reason that 
none of these roads are independent. They are either oper- 
ated under leases by other roads or are at least controlled 
through stock ownership. 

Turning from the State of Connecticut to the United 
States at large, a somewhat superficial study made by this 
Commission of the dividend rates and market quotations of 
the stock of 21 of the leading railroads of the country which 
paid dividends in 1912 shows rates of yield between 2.54 per 
cent, and 6.49 per cent. The average for all is 4.9 per cent, 
which agrees very closely with the rate earned on investment 
in the stock of the New Haven Boad. 
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For electric roads the material is quite meagre. The yield 
on investment in the shares of stock of the Connecticut elec- 
tric railways appears to be somewhat higher than that shown 
for the steam roads. 

A very exhaustlTe study of the rate of capitalization for 
railway net earnings was made in 1904 by Mr. William J. Meyers 
for the United States Census and published in Census Bulletin 
No. 21 in 1905. This study was carried out with an elaborateness 
of plan and refinement of accuracy far beyond anything which 
your Commission could attempt with the limited time and means 
at its disposal. Although this publication is now eight years 
old, some of its results may well be presented as evidence upon 
the question before us. 

Mr. Meyers found the proper rate of capitalization for the 
New York, New Haven ft Hartford Railroad to be 4.941 per cent . 
as compared with 5.02 per cent, as determined by the compara- 
tively rough method which we have employed. For the seven 
railroads of "Group I," (to which the New Haven Road belongs) 
the rates of capitalization ranged from 4.314 per cent to 5.470 
per cent, averaging 4.846 per cent. 

We may fairly conclude, therefore, that the normal rate 
of yield from investment in railroad stocks is about 5 per 
cent. To this should be added 1 per cent, to allow for taxes, 
giving 6 per cent, as the rate of capitalization. If, to be on 
the safe side, we adopt 6.5 per cent, as the rate of capitaliza- 
tion we shall be well within the facts. 

The Tax Rate Indicated: — On a previous page of this 
chapter it was shown that the prevailing ratio of net earnings 
to gross among railroad corporations is about 33 per cent. 
Dividing this ratio by the rate of capitalization of 6.5 per cent. 
gives 5.1 per cent, as the proper rate of the gross earnings tax 
as indicated by this method. 

Taxes Now Paid: — The method which has been employed 
in the preceding sections is, on the whole, the most reliable 
one for determining the proper rate of a gross earnings tax. 
As has been explained in Chapter I, the results obtained 
by this method may be verified by certain other tests, the 
principal ones being the amount of a tax of 1 per cent, 
upon the market value of the securities of the company, upon 
the book value as shown by its balance sheet, or upon the net 
value of the plant. At the present time we are not in possess- 
ion of suflBciently reliable valuations of railway property to 
make the last of these tests of much value. For tiie same 
reason, little is to be gained by examination of the book value 
of the corporations as shown by their balance sheets. On the 
other hand, the test of the market value of the securities is 
particularly available, since this is the present method by which 
railroad corporations are taxed by the State of Connecticut. 
5 
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If we take, therefore, the amount of taxes paid under the 
present system and determine the ratio of the taxes paid to 
the gross operating earnings of the corporations, properly 
apportioned to Connecticut, we shall have a valuable check 
upon the rate as determined by the previous method. It must 
be remembered in this connection that the taxes at present 
paid are somewhat less than would be paid under a simple tax 
of 1 per cent, on the market value of securities, the reason for 
this being the peculiar features of the Connecticut system 
which have been analyzed above. 

In using this check we are obliged to limit ourselves to 

amounts representing the totals for all the companies. 

No conclusions can be drawn regarding any single company, 
for the reason that the present tax is based upon owned roads 
whereas the gross earnings tax falls upon operating roads. The 
roads which pay the tax today will not be the same as those pay- 
ing the gross earnings tax, and the relative amounts paid by 
different roads will be different under the two methods. 

The following table shows the total taxes paid in 1910, 
1911 and 1912, and in addition gives Connecticut's share of 
the total gross earnings of all the roads in these years. This 
consists of the entire gross earnings of roads operating only 
in the State, and of a part of the gross earnings of roads en- 
gaged in interstate commerce apportioned on the basis of all 
track mileage. (This basis of apportionment is explained and 
applied below in this Chapter.) The table then shows the ratio 
of taxes paid in each year to Connecticut's share of the gross 
earnings of these years respectively. 

TAXES PAID TO THE STATE OF CONNECTICUT 
Taxes Paid: 

1910 1911 1912 

Steam Roads $1,338,107.47 $1,157,846.64 $1,055,449.97 

Electric Roads 452,043.10 501,418.23 556,110.79 

Total an Roads .$^1,790,150.57 $ 1,659,264.87 $ 1,611,560.76 

Connecticut's Share of Gross Earnings: 

Steam Roads $27,040,274.63 $27,536,594.73 $28,074,807.54 

Electric Roads 8,032,366.51 8,570,005.33 9,140,433.12 

Total aU Roads .$35,072,641.14 $36,106,600.06 $37,215,240.66 

Ratio of Taxes to Gross Earnings: 

1910 1911 1912 

Steam Roads 4.95% 4.20% 3.76% 

Electric Roads 5.65% 5.85% 6.08% 

Total all Roads 5.12% 4.59% 4,33% 

The amount of taxes paid by the large railroads of the 
United States in general, and of the Eastern District, with 
the ratio of taxes to their gross earnings is shown in the fol- 
lowing table : 
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TAXES PAID BY RAILROADS OP THE UNITED STATES 

1911 1912 

Eastern District (*) 

Gross Operating Earnings . $1,053,815,197 $1,088,667,662 

Taxes Accrued 37,662,642 42,642,370 

Ratio Taxes to Earnings 3.57% 3.92% 

Entire United States (t) 

Gross Operating Earnings $2,371,976,532 $2,418,918,771 

Taxes Accrued 84,348,542 94,371,832 

Ratio Taxes to Earnings 3.56% 3.90% 

It appears that the taxes at present paid by the railroads 
of Connecticut amount on the whole to considerably over 4 per 
cent, of their gross earnings, the latter being apportioned to 
Connecticut on the ba§is of all track mileage in the case of 
interstate roads. In the case of steam roads this ratio has 
decreased very decidedly in the past three years, which agrees 
with the evidence already presented showing that the taxes 
paid by the steam roads have been decreasing both relatively 
and absolutely. Electric railways, on the other hand, not only 
pay more taxes in proportion to their gross earnings than steam 
roads, but their ratio has increased during the past three 
years. A tax upon the gross earnings at the rate of 5 per 
cent, would be lower than was paid by the electric roads of 
the State in any one of the three past years. It would be lower 
than paid by all the roads together in 1910, but higher than 
paid in 1911 and 1912. The taxes paid by all roads in the 
past three years amounted, on the average, to 4.68 per cent, 
of their gross earnings. These ratios in Connecticut are higher 
than shown by the railroads of the United States as a whole. 
The taxes paid by the steam roads of the United States amount- 
ed to a little over 3^2 per cent, of their gross earnings in 1911, 
and slightly less than 4 per cent, in 1912. 

Conclusion as to the Bate of the Gross Earnings Tax: — 

From all the evidence which has been presented it is the 
opinion of your Commission that the rate of the gross earn- 
ings tax on railroad companies should be 4% per cent. This 
is slightly lower than the rate of 5.1 per cent, indicated by the 
study which we have made of railroad earnings and of the 
income obtained from investment in railroad securities. On 
the other hand, this rate is very close to the rate borne by the 
railroad companies of Connecticut during the past three years. 
It is somewhat higher than the rate of taxation borne by rail- 
road companies in general throughout the Uriitied ^ States. 
Without greatly increasing the tax burden of the Connecticut 
railroad companies, it will give the State at the outset a slight- 
er) 27 roads, having operating revenue exceeding $10,000,000 

in year ending June 30, 1912. 

(t)63 roads, having operating revenue exceeding $10,000,000 

in year ending June 30, 1912.- 
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ly increased revenue which, under the gross earnings tax, will 
tend to increase in the future with the development of the 
business of the companies. 



B. APPORTIONMENT OF INTERSTATE EARNINOS 

Various Possible Methods : — In imposing a tax on the gross 
earnings of corporations any part of whose revenue comes from 
interstate commerce, it is necessary to devise a rule for the 
proper apportionment to a given State of its reasonable share 
of the gross earnings of such corporations. The general prob- 
lem of apportioning interstate earnings has been previously 
discussed. (See Chapter I.) For railroads in particular there 
are many possible bases. This subject has been ably discussed 
by Professor B. H. Meyer for the United States Census. His 
article, entitled ** Methods for the Distribution of Railway 
Values amo^g States,'* was published in 1905 by the United 
States Census in its Bulletin No. 21. Professor Meyer men- 
tions the following ten possible bases for the apportionment 
of railway values among States. 

I. Slngle-Track Mileage Basis. 

II. All-Tracks Mileage Basis. 

III. Basis of Funded and Other Indebtedness. 

IV. Station Population of Railways as a Basis, 
v. Car-Mileage Basis. 

VI. Cost of Construction. 

VTI. Density of Traffic. 

VIH. Gross-Earnings Basis. 

IX. Net-Earnings Basis. 

X. Cost of Reproduction. 

EzarCt Apportionment of Oross Earnings: — Some of these 
bases, though theoretically possible, hardly deserve serious 
consideration. In theory the apportionment according to net 
earnings obtained within a given State is the most perfect. 
Perhaps the next best method in theory is the basis of cost of 
production of plant and equipment. Professor Meyer places 
these two methods first and in this order. Both of these 
methods, however, must be rejected on the practical grounds 
of the complications iuvolved and the great cost of administra- 
tion. Professor Meyer, after rejecting these two bases, de- 
cides upon the basis of gross earnings as being superior to the 
other methods. Your Commission feels that this basis also 
should be rejected for the same reasons that apply to the two 
previously named. While not so complicated and expensive 
as the others, the fact remains that the determination of the 
exact amount of gross earnings due to a given State would 
require complicated accounting, would be unintelligible to the 
general public, and would be a diflScult matter for the State 
officials to check up. 
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OoBt of Apportioning on OroBS Earnings Basis : — ^The cost 
would also be very great. At the request of your Conmiission, 
the New York, New Haven & Hartford Railroad Company made 
a test apportionment in the summer of 1912. This was done 
by taking two sample months, December 1911 and June 1912, 
and ascertaining exactly the amount of gross earnings, (1) on 
business entirely within the State of Connecticut, (2) on busi- 
ness partly within and partly without the State, and (3) on 
through business crossing the State. The last two were appor- 
tioned on the mileage prorate basis. The results obtained are 
highly interesting and were of the greatest service to the Com- 
mission. In order to do this work for two months only, the 
railroad found it necessary to employ the spare time of 114 
clerks, who worked 4,890 hours. The cost for their services 
was stated as $1,682.80. As a regular rule of apportionment 
this would require the employment of a staff of clerks devot- 
ing their entire time to apportioning earnings? 

The All-Track Mileage Basis: — The first requirement in 
an effective tax system is simplicity and certainty, even at 
the expense of being somewhat arbitrary. For this reason 
your Commission is of the opinion that apportionment accord- 
ing to the basis of all-track mileage is decidedly the best 
method. All-track mileage includes, in addition to the main 
line, the second, third, etc., parallel tracks, and also sidings, 
spurs, and turn-outs, which thus covers all of the congested 
tracks at terminals and stations. Professor Meyer summarizes 
the advantages of the all-track basis of apportionment as fol- 
lows: 

"The assumption which underlies this method is that where 
traflic is heavier and more business is done, the all-tracks mile- 
age is correspondingly great. By assuming that traffic, and hence 
earnings, varies with total trackage, this method is an indirect 
way of distributing values on the basis of earnings. It is more 
certain and definite than an earning basis and requires readjust- 
ments only with changes in the total mileage." 

The number of miles of tracks represents to a reasonable 
extent the value of the property and the amount of business 
and earnings. Above all, the basis of apportionment is per- 
fectly simple and certain. The number of miles of track is al- 
ways known, is generally a matter of public record, and can 
be checked up by' the railroads' reports to the Interstate Com- 
merce Commission and the State Public Utilities Commission. 
Any citizen can readily understand the system and satisfy 
himself of its correct application. For the purpose of appor- 
tionment we should take all tracks operated, whether owned 
or leased or operated under trackage rights. 

The result of the all-track method of apportionment upon 
the Connecticut railroads doing an interstate business is shown 
in the following table: 
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The result of the apportionment of earnings made by the 
New Haven Boad, referred to above, furnishes an interesting 
comparison between the method of apportionment according 
to earnings and the all-track mileage basis. The total gross 
operating earnings of the New Haven Boad for the year ending 
June 30, 1912, amounted to $67,359,218.56. The investigation, 
covering two rep'resentative months, December, 1911, and June, 
1912, showed that the share of this amount properly assigned 
to Connecticut was as follows ; the earnings from trafSc partly 
in the State and across the State being apportioned on a mile- 
age prorate basis : 

1. Intra-State: 

Freight $ 1,793,063.94 

Passenger I . . . . 3,311,013.66 $ 6,104,077.60 

2. Partiy in State: 

Freight 7,161,487.56 

Passenger 4,103,917.67 11,265,405.23 

i 3. Across the State: 

Freight 12,958,979.82 

Passenger 4,718.980.91 17,677,960.73 

Total 34,047,443.56 

According to this method (which, as already shown, would 
be too complicated and expensive for the basis of the regular 
annual apportionment) there would be apportioned to Con- 
necticut 50.55 per cent, of the total gross earnings. As shown 
already, the proposed apportionment according to aU-track 
mileage would assign to Connecticut 39.53 per cent. The fact 
that the all-track mileage basis gives to Connecticut somewhat 
less than her share of earnings apportioned on the more exact 
basis has been borne in mind in fixing the rate of the gross 
earnings tax. 



VI. TAXATION OF BAILBOAD COMPANIES IN 

OTHEB STATES 

Some aid in the solution of the problem of railroad tax- 
ation may be obtained from a study of the methods employed 
in other States. The assistance to be gained from such study 
is, however, seriously limited by the lack of uniformity among 
the States. The tax upon gross earnings is perhaps the most 
important single method, although many States still cling to 
some form of ad valorem taxation. Most of the States com- 
bine two or more methods of taxation. In Appendix II will 
be f oimd a detailed abstract of the laws of each State relating 
to taxation of railroad companies. All that will be attempted 
at this point is to present a brief summary of the principal 
methods employed in other States. 

Fourteen States use the gross earnings tax. In three 
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States this is in lieu of all other taxes. These States, with the 
rates of the tax, are as follows : California, 4% ; Maine, ^ of 
1% to 5^%, according to the amount of earnings, and Minne- 
sota, 5%. In California and Minnesota the tax is upon earn- 
ings within the State and a share of interstate earnings. In 
Maine the tax is on State earnings only. Seven other States 
have the gross earnings tax in combination Vith ad valorem 
taxes upon all or part of the property of the railroads. Four 
other States have the gross earnings tax in combination with 
some other form of taxation or limited in some special way. 

Next to the gross earnings tax the most important method 
is ad valorem taxation upon the property of the companies. 
In eighteen States such taxes are imposed upon the property 
of the railroad companies, and no other taxes are imposed. 
In fifteen other States ad valorem taxes are imposed upon all 
the property of the railroads and are the principal basis of 
taxation although combined with other taxes. Nine other 
States use property taxes in some form although relying upon, 
some other methods as the principal tax. 

Only six States tax railroad companies upon the value of 
their capitalization. In none of these is this the sole tax, al- 
though in five States it is the basis of the tax system. Various 
kinds of special, privilege, and license taxes are used in fifteen 
of the States. In all cases these taxes are combined with other 
methods, and in only one case is the special tax the basis of 
the taxation of railroads. 

As a general rule, street railway companies are taxed 
essentially the same as steam railroads. No attempt will be 
made here to go into the difference in detail between street 
railways and steam roads. The details of the statutes for each 
State will be found in Appendix 11. 



Vn. CONCLUSIONS AND KECOBOIENDATIONS 

Summary of Conclusions: — ^Prom the evidence that has 
been presented in this Chapter your Commission concludes that 
the present system of taxing railroad corporations, while per- 
haps fairly suited to the condition at the time of its adoption 
in 1864, is not the best method to apply to modem conditions. 
Moreover, the original system has been so frequently amended 
that it has become unfair to the State and incapable of effective 
administration. Through the numerous deductions which have 
been allowed under successive amendments the railroads of 
the State, particularly the New York, New Haven and Hart- 
ford Railroad, have been enabled to escape an increasing part 
of the burden of taxation which they should fairly be cfdled 
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Upon to bear under the original principle of the Connecticut 
system. The method of apportionment of the valuation of in- 
terstate roads, in connection with the arbitrary treatment of 
branch roads in Connecticut, has further resulted in loss of 
State revenue and in complications which make the law diflfi- 
cult to understand and almost impossible to administer. Under 
this system the State's revenue from railroad taxes has failed 
to keep pace with the development of the railroads themselves. 
During the past few years the State's revenue has actually de- 
clined. Since 1905 the New 'Haven Road, the leading railway 
system of the State, has increased its gross earnings by 35 per 
cent, and its net earnings by 71 per cent., whereas its tax to 
the State has increased by only 5 per cent. The taxes paid to 
the State by the New Hayen Road in 1912 were less than it 
paid in any year since 1905. 

Your Commission finds that the best method for taxing 
railroads is the gross earnings tax. This method will lead to 
substantial justice to the corporations. Imposed at the rate 
of 4% per cent., it will yield a state revenue at the beginning 
somewhat greater than under the present system. In particu- 
lar this system will preserve a fair proportion between the 
amount of taxes and the business of the corporations. With 
the growth in earnings of the railroad companies the State's 
revenue from railroad taxes will show a steady growth, as 
compared with the stationary and even declining revenue 
under the present system. The gross earnings tax will be 
extremely simple and certain. Its essential features can be 
understood by anybody. Its administration will be simple and 
easy, and will impose the minimum of labor and expense upon 
the corporations. 

Recommendations: — The Commission recommends that a 
tax be imposed upon all companies (corporations, persons, etc.) 
operating a line of railroad (steam, electric, street, or other 
railroad) in this State, said tax to be measured by the total 
amount of gross operating revenue from all sources whatever. 
The tax should be imposed upon earnings from all lines oper- 
ated, whether owned, leased^ or operated under trackage 
rights. It is recommended that the rate of the tax be 4% per- 
cent. The Commission further recommends that this tax be 
in lieu of all other taxes upon the corporations in question or 
upon their property used exclusively in the railroad business. 
It is also recommended that the shares of stock and the bonds 
of companies paying this tax be exempt from taxation in the 
hands of the owners. 

Probable Results of the Proppaed Tax: — The table given 
below shows the estimated amount which would have been 
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paid by railroads under the proposed gross earnings tax in 
1912. The list of roads taxed is somewhat different from those 
taxed under the present system. This is due to the fact that 
the present tax is upon roads owned, whereas the gross earnings 
tax would be imposed only on operating roads. As a result 
the tax would be collected from fewer corporations. There 
are in Connecticut today only four operating steam roads 
and nine operating electric roads as compared with six and 
fourteen roads respectively subject to the present tax. For a 
list of the railroads at present ptfying taxes to the State, with 
the amount of tax paid by each in 1912, see section III, of ik.\s 
chapter. The following table shows the amount of gross earn- 
ings of each operating road, apportioned in the case of inter- 
state roads, and the amount of tax due from each under the 
recommended gross earnings tax. 

GROSS EARNINGS TAX 

FIGURES AS OF JUNE 80, 1913 

Gross Operating 
NAME OF RAILROAD. Earnings. Tax At 4%, 

(Apportioned.) per cent. 

Steam Railroads: 

N. Y., N. H. & H. R. R $26,627,099.10 $1,264,787.21 

Central N. E. Railway 844,263.62 40,102.62 

New London Northern R. R 679,660.46 27,610.66 

South Manchester R. R. 23,894.47 1,164.99 

Total Steam Roads $28,074,807.64 $1,333,666.37 

EUectric Railways: 

Bristol & Plainville Tramway (*) $ 220,687.92 $ 10,482.68 

Connecticut 8,076,641.81 383,688.24 

Danbury & Bethel St Railway . . 138,023.19 6,666.10 

Groton & Stonington St Ry. 118,472.76 6,627.46 

Hartford & Springfield St Ry. 219,686.46 10,430.31 

New London & East Lsnne St Ry. 47,866.82 2,273.63 

New York & Stamford St Ry. . . 104,438.04 4,960.81 

Norwich & Westerly Ry 78,664.76 3,731.83 

Providence & Danielson Ry. (t) 8,476.64 402.64 

Shore Line Electric Railway ... 128,766.73 6,116.42 

Total Electric Roads $ 9,140,423.12 $ 434,170.12 

Total all Roads . .$37,216,230.66 $1,767,726.49 

The following table shows the net result of the gross 
earnings tax upon the State's revenue by comparing the tax:*8 

(*)A very large part of the earnings of this Company comes 
from its electric lighting and gas departments. 

(t) Leased to and operated by the Rhode Island Company 
since July 1, 1911. For the purpose of this estimate it has been 
assumed that the earnings are the same as in the year ending 
June 30, 1911. Under a gross earnings tax the Rhode Island 
Company would be taxed on the part of its earnings apportioned 
to Connecticut on the all track mileage basis. 



RAILROAD COMPANIES 59 

paid under the present system in 1912 with the est'-mated 
amount of the gross earnings tax based on the figures of .1912 
as shown in the preceding table. 

EFFECT OF GROSS EARNINGS TAX ON STATE REVENUE 

FIGURES AS OF TEAB ENDING JUNE 80, 1912: 

Increase (+) 
Tax Paid in 1912. GroBB Earnings Tax. Decrease (-) 

Steam Roads $1,055,449.97 $1,333,555.37 +$278,105.40 

Electric Roads .... 556,110.79 434,170.12 - 121,940.67 



Total $1,611,560.76 $1,767,725.49 +$156,164.73 

The above figures show that the adoption of the gross 
earnings tax as recommended would mean an increase oi about 
$156,000 at the outset. This is not, however, the entire result, 
or even the most important result. Whereas under the present 
system the revenue from railroad taxes is stationary, or even 
declining, the gross earnings tax would show in the future a 
steady growth of revenue proportional tp the growth in busi- 
ness and earnings and tax-paying ability of the railroads. 



CHAPTER m 
CAR COMPANIES 

GENERAL SUMMARY OF CHAPTER 

I. The Present Situation :— There is at present no State 
tax upon ear companies. This omission is doubtless due to the 
fact that up to the present time practically all parlor and sleep- 
ing^ars operated in the State have been the property of the 
railway companies themselves and have therefore been reached 
by the taxes imposed upon railroad companies. The recent 
transfer by the New York, New Haven & Hartford Railroad 
Co. to the Pullman Co. of its business of operating parlor and 
sleeping cars makes it necessary to enact legislation at once 
for the taxation of car companies. Otherwise, Connecticut will 
in future lose all the taxation upon this class of property or 
its earnings. There is also no good reason why other com 
panics which operate cars on the railroad lines of the State 
should not pay a fair tax to the State. 

II. The Gross Earnings Tax: — The gross earnings tax is 
decidedly the best method for the taxation of car companies, 
being clearly superior to a tax on the value of the property or 
upon the capitalization of the companies. Imposed at the 
rate of 3%% it will place a reasonable burden upon the com- 
panies concerned. Connecticut's share of the gross earnings 
of companies doing business partly outside the State should 
be properly apportioned to the State. 

m. Taxation of Car Companies in Other States : — ^A brief 
summary of the tax systems of other States appears in this 
chapter. 

IV. Recommendations: — The Commission recommends a 
tax on all car companies operating cars within the State of 
Connecticut, the tax to be based upon their gross operating 
earnings, the State's share of the earnings of companies doing 
business partly outside the State to be apportioned according 
to the ratio of car mileage within the State to the total car 
mileage. The rate recommended is 3%%. The gross earnings 
tax is to be in lieu -of all other taxes upon the companies or 
their property used exclusively in the business. It is estimated 
that the revenue from the tax upon the Pullman Co. would 
amount to approximately $11,000. The transfer of car oper- 
ations from the New Haven Road to 'the Pullman Company 
will necessarily mean some loss of revenue to the State, which, 
however, will be partly offset by the tax upon other car com- 
panies, the amount of which cannot be foretold. 
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I. THE PRESENT SITUATION 

No State Tax on Car Compames at Present — The Reason: 

— The subject of taxation of sleeping ear, parlor ear, and other 
companies operating their own cars over the railroads of the 
State is so closely related to the subject of railroad taxation, 
especially in the State of Connecticut, that it properly falls 
within the field of investigation laid down for this Commission. 
At the present time there is no statute in Connecticut imposing 
a State tax upon such companies. The omission of such a 
statute is doubtless due to the fact that up to the present time 
practically all sleeping cars and parlor cars operated upon the 
railroad lines in Connecticut have been the property of the rail- 
way companies themselves. It is fair to assume that such cars 
have been reached by the taxes on the railroad companies. 

Necessity of Legislation: — ^It is clear that whenever any 
large number of sleeping and parlor cars comes to be operated 
over the Connecticut railroads by companies other than the 
railroads themselves, it will be necessary to impose some tax- 
ation on such companies in order to avoid the escape from tax- 
ation of a class of property which heretofore has been reached 
through the taxes paid by the railroad companies. 

This is indeed the situation at the present time. During 
the past year, the New York, New Haven & Hartford Railroad 
concluded an arrangement with the Pullman Company by 
which the railroad company gives up the operation of parlor 
cars and sleeping cars, and turns its own cars over to the Pull- 
man Company. Hereafter the Pullman Company will operate 
its parlor cars and sleeping cars upon the railroad lines of 
Connecticut. It is obvious that the State of Connecticut must 
impose some taxation upon the Pullman Company; otherwise 
it will lose the source of taxation represented by parlor cars 
and sleeping cars formerly operated by the railroad companies, 
without any new revenue to offset the loss. 

Besides the Pullman Company there are various other pri- 
vate car lines whose cars pass over the railroad lines of the 
State. There is no good reason why all companies operating 
their cars in the State of Connecticut should not pay a fair tax 
to tiie State. 

It is therefore evident that the State of Connecticut should 
at the present time adopt a comprehensive system of taxing car 
companies of all kinds. 



n. THE GROSS EARNINGS TAX 

Superiority to Other Methods: — As a method of taxing 
car companies, the gross earnings tax is distinctly superior to 
other possible methods. (1) The taxation of such companies 



62 REPORT OP SPECIAL TAX COMMISSION 

upon property is very difficult and untrustworthy. These com- 
panies have no property permanently located in Connecticut; 
practically their only property consists in cars passing through 
the State. The assignment to any given State of its share of 
such property is difficult in theory and has never worked satis- 
factorily in practice. Moreover, property is not the true meas- 
ure of the value or of the tax-paying ability of such corpora- 
tions. 

(2) It is also difficult to assess satisfactorily a tax upon 
the securities of such companies. Aside from the general dif- 
ficulties inherent in this method it would involve the appor- 
tionment of the value of the securities as between Connecticut 
and other States. No method of apportionment presents itself 
which is free from objection. Moreover, the Pullman Com- 
pany, which is the principal corporation concerned, is also en- 
gaged in the manufacture of cars. The value of its securities 
depends on its manufacturing business, as well as upon its 
earnings from operating cars. Connecticut is not fairly en- 
titled to a tax upon the manufacturing business, and itjwould 
be very difficult to separate the value of the securities as be- 
tween manufacturing and operation. And finally, the taxation 
of corporations upon the value of securities has been proved 
generally inferior to a tax on gross earnings. It is less just, 
less simple, and less easily administered. (See Chapter I). 

(3) It has been suggested that an annual license tax of 
a specified lump sum would be a satisfactory form of taxation. 
It does not appear to the Commission, however, that argument 
is necessary to show the inferiority of such a basis of taxation ; 
a basis purely arbitrary and without any connection with the 
growth of the business itself. 

Among other States, the gross earnings tax is the one that 
has, on the whole, worked most satisfactorily, and it is the 
method that is gaining in favor today. 

The Bate of the Gross Earnings Tax — How Determined: — 

In seeking to determine the proper rate of the gross earnings 

tax we are practically limited to one line of inquiry. 

Little is to be gained from a study of the market value of 
the securities of the corporations involved, or of the book 
value shown by their balance sheets, since the principal car 
companies are generally also engaged in other businesses. For 
example, the Pullman Company has a large manufacturing busi- 
ness, and among the other principal car lines we find those 
owned by the great meat packers. And we do not have sufD- 
cient reliable data regarding the value of the equipment of the 
car companies to make this a reliable basis of comparison. 

We must therefore base our judgment upon a study of 
the income and expense accounts of the companies, and try to 
find the rate which, imposed upon gross earnings, will repre- 
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sent a fair tax upon the capitalized net earnings of the com- 
panies. In brief, the rate is to be found by dividing the pre- 
vailing ratio of net earnings to gross by a fair rate of capital- 
ization. 

This method of determining the proper rate of the tax on 
gross earnings has been fully explained in the Chapter on 
"Public Service Corporations in General." (See Chapter I). It 
is essentially the method employed by the California Tax Com- 
mission of 1906, and is on the whole, the most reliable moans 
of determining the rate of the gross earnings tax. 

Operating Earnings of the Pullman Company: — ^We must 
first determine the prevailing ratio of net to gross earnings of 
the car companies. The only company for which we have de- 
tailed information up to date is the Pullman Company. This 
company is, however, the one principally to be affected, and 
we are justified in basing our conclusions primarily upon its 
situation. 

The following table shows the facts regarding the Pull- 
man Company's car operations: 

PULLMAN COMPANY— CAR OPERATIONS* 

Three 
Tear Ending Tear landing Months Ending 
June 30, 1911. July 81, 1912. Sept. 80, 1912. 

Gross Operating 

Earnings $35,697,582 $37,306,471.97 $11,443,549.40 

Operating Expenses .. 25,916,476 29,467,275.82 6,081,468.98 

Net Operating Earnings 9,781,106 •7,839,196.15 5,362,080.42 
Ratio of Net to Gross Earnings 27.40% 21.01% 46.86% 

From these figures it appears that the net earnings of the 
Pullman Company in 1912 were 21% of the gross earnings. In 
1911 the ratio was nearly 28%, and in the months of July, 
August and September, 1912, it was very much higher. The 
California Tax Commission of 1906 came to the conclusion that 
the net earnings of the Pullman Company were at that time 
about 36% of the gross earnings. If we take as the ratio 24%, 
slightly less than the average of the ratios for 1911 and 1912, 
we shall apparently be well within the facts. 

Operating Earnings of Freight Car Companies: — The in- 
formation regarding the business of other car companies is 
quite meagre. The best information upon the earnings of 

*The figures in the first column, for the year ending June 
30, 1911, are from the "Preliminary Abstract of Statistics of 
Common Carriers for the year ending June 30, 1911," issued by 
the Interstate Commerce Commission. The figures in the second 
column, for the year ending July 31, 1912, are as reported by 
the Pullman Company to this Commission. The figures in the 
third column for the three months ending September 30, 1912, 
are from The 26th Annual Report of Interstate Commerce Com- 
mission,' for 1912. 
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freight car companies is that given in '*The Report of the 
United States Commissioner of Corporations on the Beef In- 
dustry," March 1905, (House Document 382, 58th Congress, 
3rd Session) .* The facts presented in this Report tend to show 
that the freight car lines are very profitable. While the evi- 
dence does not warrant any exact conclusion, it seems to indi- 
cate a ratio of net earnings to gross somewhere in the neigh- 
borhood of 50 per cent. It also appears that the cars earn 
annual profits of from 17 to 20 per cent, on their cost. The 
evidence on which this conclusion is based may be summar- 
ized as follows : 

(1) On page 281 the conclusion is reached that the gross 
earnings from refrigerator cars of the packing companies were 
from $200 to $240 per car annually, and that the annual net 
earnings, after making allowance for depreciation,^ were from 
$75 to $160 per car. Taking the lowest figures in each case, we 
would arrive at a ratio of net earnings to gross, of Z7^%. On 
the other hand, if we take the upper limit in each case, the 
ratio of net earnings to gross is 62^%. The average of these 
two ratios is 50%. 

(2) Getting at the result from a somewhat different cal- 
culation, the same Report shows that the average yearly re- 
ceipts per car depend upon the average number of miles covered 
per day. The following table (from page 282 of the Report) 
shows the estimated yearly receipts from mileage payments 
per car, assuming various figures for the average daily mileage 
covered. The table also gives the estimated annual charges per 
car, including operating expenses, repairs, depreciation, and 
taxes (which were found to be very small), the average net 
profits per car, and the ratio of profits to gross mileage receipts. 

PRIVATE REFRIGERATOR CARS IN PACKING HOUSE 

TRADE 

AVERAGE DAILY MILEAGE. 
50 75 90 100 125 

Average Yearly Receipts $143.70 $215.57 $258.68 $287.44 $359.27 
Average Yearly Charges 115.00 115.00 115.00 115.00 115.00 



Average Yearly Profits . 28.70 100.57 143.68 172.44 244.27 
Ratio Profits to Gross 

Receipts 20.00% 46.65% 55.56% 59.99% 67.99% 

(3) Further evidence on this point is given in the same 
Report (page 283) from a statement submitted by the Cudahy 
Packing Company, of Chicago, for refrigerator and tank cars. 
The following table gives this information for three different 
years. 

♦For additional information on this subject the reader is 
referred to an exhaustive series of articles by J. W. Midgley 
in the Railway Age, Volumes 35 and 36, 1902 and 1903, and a 
careful monograph by Dr. L. D. H. Weld, entitled "Private 
Freight Cars and American Railways," in Columbia University 
Studies, Volume 31, No. 1, 1908. These works both agree sub- 
stantially with the conclusions of the Report of the Conmiission- 
er of Corporations. Weld finds, however, that the earnings of 
stock and tank cars are not so excessive as those of refrigerator 
cars. 
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R19*RiaERATOR AND TANK CARS OP CUDAHY PACKING 

COMPANY 

Year Ending October 80. 

1902 1908 1904 

Total Mileage Payments $286^90.93 $274,444.24 $821,682.42 
Gross Operating Expenses 115^666.84 121,973.89 145^79.00 



Profits 169,834.59 152,470.36 176,008.42 

Ratio Profits to Gross Receipts 59.49% 55.56% 54.68% 

It should be borne in mind that all of these calculations 
take account only of the receipts from mileage payments. Other 
earnings, which in some cases are quite considerable, h»Te been 
disregarded. 

Without attempting to give too great weight to this evi- 
dence regarding freight ear companies, we are at least justified 
in assuming that the ratio of 24% found for the Pullman Com- 
pany would not be too high for car companies as a whole. 

The Bate of Capitalisation : — We must next determine the 
proper rate for capitalizing the net earnings of car companies. 
This is not easy, because the value of the stock and the rates 
of dividends of the car companies do not usually depend upon 
the operation of cars alone. Taking the figures of the Pullman 
Company for what they are worth, we find that the average 
value of the stock for the year ending July 31, 1912, was 167. 
The dividend basis is 8%. This gives a rate of yield on the 
investment of 4.79%. It must be remembered, of course, that 
neither the dividend paid nor the market value of the stock de- 
pends alone on the business of operating j cars. If we take 
4.79% as the rate of yield and add 1% to allow for taxes, we 
obtain a rate of capitalization of 5.79%. A rate of 6^% would 
certainly appear to make liberal allowance for all possibility 
of error. 

Conclusion aj3 to the Bate: — ^Having determined that 24% 
represents fairly the prevailing ratio of net earnings to gross 
and that 6^% is a fair rate of capitalization, we arrive at 
3.84% as the proper rate of the gross earnings tax. The Cali- 
fornia Tax Commission of 1906 concluded, as the result of its 
investigation, that 4% would be a fair rate for the gross earn- 
ings tax upon car companies. In view of the evidence which 
we have presented, your Commission is of the opinion that a 
rate of S%% will impose a fair burden of taxation upon the 
gross earnings of car companies. This is the same as the rate 
recommended for telephone companies. 

This rate will be somewhat higher than the ratio of the 
present taxes paid by the Pullman Company throughout the 
United States to its total operating earnings. The company's 
accrued taxes in the year ending June 30, 1911, are reported 
by the Interstate Commerce Commission as $830,172, which was 

6 
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2.32% of the gross operating earnings. This merely goes to show 
that the Pullman Company is at present bearing a comparative- 
ly light burden of taxation throughout the United States. 

Apportionment of Interstate Earnings: — ^Mueh of the 
earnings of private car companies arises from interstate busi- 
ness. In imposing a tax measured by such business, it is nec- 
essary to determine an equitable nie for assigning to Con- 
necticut her share of gross earnings. The most equitable basis 
of apportionment is the mileage covered by the companies' 
cars in the State of Connecticut as compared with the total 
mileage covered. If argument is needed, all that is necessary 
is a glance at other possible rules of apportionment. For in- 
stance, the companies might be required to keep account of the 
exact amount earned by each of their cars within the State of 
Connecticut. Such a process would involve complicated ac- 
counts, expensive and burdensome to the companies, unintel- 
ligible to the public, and difficult to check up by the officers 
of the State. Such a method of apportionment has already 
been rejected for the other classes of public service corpora- 
tions. On the other hand, apportionment according to miles of 
road operated upon, within the State and without, would be 
grossly arbitrary and unfair, and the same criticism would 
hold of the rule of apportionment based upon the number of 
cars operated within the State and without. That car mileage 
is the best basis of apportionment seems hardly open to ques- 
tion. The problem of apportioning the interstate earnings of 
public service corporations in general is discussed in Chapter I. 

The following statement shows the total mileage covered 
by cars of the Pullman Company during the year ending July 
31, 1912, together with the mileage made by the companir's 
cars in Connecticut during that year, and the share of the 
gross earnings of the company which would be assigned to 
Connecticut upon this basis. It is to be remembered that up 
to this time the Pullman Company operated very few cars in 
Connecticut. 

THE PULLMAN COMPANY 

Total Car Mileage 672,618,408 

Car Mileage in Connecticut 798,633 

Ratio of Mileage in Conn, to Total Mileage 0.12% 

Gross Earnings from Operating Cars $37,306,471.97 

Connecticut's Share of Gross Eiarnings 44,767.77 



m. TAXATION OF CAB COMPANIES IN OTHEB 

STATES 

The taxation of ear eompanies in the other States is 
marked by great diversity. Several methods are frequently 
combined in the system of a single State. The gross earnings 
tax may fairly be said to be the leading method, though the 
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ad valorem basis is still largely used. The following is a brief 
summary of the principal methods in use by the various States. 

Seventeen States tax ear companies upon their gross earn- 
ings. Six of these have the gross earnings tax in lieu of all 
others : Arizona, 7% upon earnings from business done within 
the State; California, 3% upon all earnings from State busi- 
ness and a share of interstate earnings; Florida, 1^% upon 
the business done within the State by sleeping and parlor car 
companies; Maine, 4^^% upon the State earnings of palace car 
companies; Minnesota, 6% upon the earnings of freight line 
companies, and 4% upon those of sleeping car companies, in 
both cases the earnings being all those from business within 
the State and a share of interstate earnings; sleeping car 
companies, however, are allowed an alternative tax upon an ad 
valorem basis and generally choose that form; Washington, 
7% upon the earnings of car companies which transport mer- 
chandise. 

Eleven other States use the tax on gross earnings in com- 
bination with some other form of taxation. 

Next in importance to the gross earnings tax, come ad 
valorem taxes on the property of the companies. In twelve 
States this is the only tax, while twenty other States use prop- 
erty taxes in combination with some other forms of taxation. 

The other methods used are taxes on the value of capital 
stock, or stock and bonds, and various kinds of license taxes, 
privilege taxes, and other special taxes. 



IV. CONCLUSIONS AND RECOBOIENDATIONS 

Beconun^idations: — ^Tour Commission concludes, therefore, 
that the State of Connecticut should at the present time adopt 
a comprehensive method of taxing car companies. It recom- 
mends that a tax be imposed upon such companies, measured 
by their gross operating earnings, and at the rate of 3%%. In 
the case of companies whose business is done partly within and 
partly without the State, it is recommended that the share of 
the gross earnings apportioned to Connecticut be such part of 
the total gross earnings as shall be equal to the ratio of the 
miles covered by cars in Connecticut to the total car mileage 
of the company. It is recommended that this tax be in lieu 
of all other taxes upon the company or its property used ex- 
clusively in the business. The Commission further recommends 
that the shares of stock of such companies, and the bonds of 
such companies as hold their charters from the State of Con- 
necticut, be exempt from taxation in the hands of the owners. 
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Estimated Revenue from the Tax on Oar Companies : — The 

Pullman Company has just commenced operating the parlor 
and sleeping cars used on the New York, New Haven & Hart- 
ford Railroad. The figures of its earnings and car mileage 
given in the preceding section, which relate to the year ending 
July 31, 1912, will therefore not serve as a basis for estimating 
the probable revenue to be derived from a tax on the com- 
pany's gross earnings. 

In order to arrive at some idea of the probable revenue 
to be obtained from the tax on gross earnings of car com- 
panies, the following figures are given representing the mile- 
age and earnings of parlor cars, sleeping cars, etc. for the Pull- 
man Company and the New York, New Haven & Hartford Rail- 
road Company during the year ending June 30, 1911. 

Pullman Oo. B.B. Total. 

Gross Earnings from 

Cars $35,697,582 $1,634,803.43 $37,332,385.43 

Total Car Mileage 625,589,998 10,515,610 636,105,608 

Car Mileage in Conn. . . 750,708* 4,266,183t 5,016,891 

Ratio of Car Mileage in 

Conn 0.12% 40.57% 0.79% 

Conn.'s Share of Gross 

Earnings $42,837.10 $663,239.75t $294,925.84 

Tax @ 3%% .., 1,606.39 24,871.49 11,059.72 

The above table shows Connecticut's share of the gross 
earnings of the Pullman Co. apportioned according to the ratio 
of car mileage, together with the amount of a tax on these earn- 
ings at 3%%. In the same way the second column shows Con- 
necticut's share of the gross earnings of the New York, New 
Haven & Hartford Railroad from parlor cars, sleeping cars, 
etc., with the amount of a tax at 3%%. In the third column, 
the first three lines are the sums of the corresponding figures 
in the first two columns, in order to give an idea of what the 
business of the Pullman Company would have been in this 
year, assuming it had then operated all of the parlor and 
sleeping cars on the lines of the New Haven Road. It also 
shows that under these conditions, Connecticut's share of the 
total gross earnings of the company apportioned upon the basis 
of car mileage would have been $294,925.84, upon which the tax 
at S%% would have amounted to $11,059.72. This result gives 
as close an estimate as can be made of the probable revenue 

*Estimated, by assuming the ratio to total car mileage to 
be the same as reported for 1912. 

fEstimated, so as to be in same ratio to total car mileage 
as the ratio of all track mileage in Connecticut to total M 
track mileage. 

^Estimated, on basis of all track mUeage. 
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of the State from a tax upon the gross earnings of the Pull- 
man Company. It is not possible to give any estimate of the 
probable revenue from the tax on other ear companies. 

The Net Result upon the State Revenue: — Certain conclu- 
sions from the figures juat presented deserve further attention. 
In the first place, It appears that the transfer of the parlor and 
sleeping car business of the New Haven Road to the Pullman 
Company will necessarily result in a loss of revenue to the State 
of Connecticut. It is apparent that if in the year 1911, while 
the New Haven Road operated its own cars, both the Pullman 
Company and the New Haven Road had been taxed upon their 
gross earnings from the operation of parlor and sleeping cars, 
the revenue therefrom would have been more than double the 
amount which we have estimated on the assumption that the 
whole operation was in the hands of the Pullman Company. 
The reason for this is to be found in the fact that the New 
Haven Road obtained very much higher earnings per car mile 
than did the Pullman Company. The average earnings per car 
mile of the Pullman Company in the year ending June 30, 1911, * 
were 5.706 cents, whereas the New Haven Road earned on the 
average 15.55 cents per car mile, or nearly three times as much 
as the Pullman Company. Turning over these earnings to the 
Pullman Company simply increases the total gross earnings of 
that company by so much, and Connecticut is then able to im- 
pose the tax, not upon the high earnings in the State, but simply 
upon her share of the total earnings of the Pullman Company 
api^ortloned according to car mileage. 

As a matter of fact, the loss is even greater than this, for 
the reason that the rate recommended for the tax on gross 
earnings of railroad companies is 4%%, whereas the rate 
recommended for car companies is 3%%. In future the earn- 
ings of the New York, New Haven & Hartford Railroad Company 
will be reduced by the amount earned from the operation of 
parlor and sleeping cars. This revenue' would otherwise have 
been taxed at the rate of 4%%, whereas such part of It as is 
reached in future by the tax upon the Pullman Company will 
be taxed only at the rate of 3%%. 

The loss of revenue thus pointed out is a necessary i'esult 
of the change in the company operating the cars, together with 
the proposed change in tax system. The only way that it could 
be avoided would be (1) to apportion to Connecticut the gross 
earnings actually derived from business in Connecticut, and (2) 
to impose upon car companies the same rate of tax as is im- 
posed upon railroad companies. Neither of these expedients is 
to be seriously considered. We have already shown the com- 
plications and other evils inherent in such a method of appor- 
tioning gross earnings (see Chapter I), and the fore- 
going discussion in the present chapter has made it clear 
that a tax upon car companies at the rate of 4%% could not be 
justified. 

Such losses as these are to be expected in connection with 
a comprehensive change of tax system. The loss after all is 
only a matter of about $15,000, and it will be oftset by corres- 
ponding gains at other points. The revenue from the tax on 
other car companies will all be clear gain to the State and will 
help to oftset the loss on parlor and sleeping cars. 



CHAPTER IV 
EXPRESS COMPANIES 

GENERAL SUMMARY OF CHAPTER 

I. The Present Method of Taxation in Connecticut : — ^Ex- 
press companies are at present taxed by the State upon their 
gross receipts from business within the State. The rate is 5 
per cent., except that for companies doing business wholly on 
electric railways within the State the rate is 2 per cent. 

II. Historical Development of the Law: — The first State 
tax imposed upon express companies was in 1864. It was a tax 
of 1 per cent, upon gross receipts received in the State. In 
1865 the rate was raised to 2 per cent. In 1889 the basis was 
changed to gross receipts from commerce entirely within the 
State, and at the same time the rate was changed to 5 per cent. 
This is the system that has remained in force to the present 
day, except that in 1905 a special law, relative to express com- 
panies doing business wholly on electric lines within the State, 
made the rate of the tax upon such companies 2 per cent. 

m. Operation of the Present T^ System: — There are 
three express companies subject to the present tax. Adams 
Express Company and the American Express Company operate 
on steam roads and pay the 5 per cent rate. The Groton & 
Stonington Street Railway Company pays the 2 per cent. rate. 
The total receipts from the tax in 1912 were $19,769.42. 

IV. Criticism of the Present Tax System: — ^Being based 
upon business performed within the State only, Connecticut's 
method of taxing express companies may be described as a 
partial gross earnings tax. As such it is less scientific and less 
fair than a tax on all gross earnings properly apportioned. 
The narrow basis of the tax also requires a relatively high 
tax rate. 

V. The Gross Earnings Tax on all Earnings: — ^The tax 
upon all gross earnings is superior to other methods of taxa- 
tion and likewise superior to Connecticut's partial gross earn- 
ings tax. An examination of the evidence, both theoretical 
and practical, shows that the change to all gross earnings 
should be accompanied by a reduction of the rate to 2 per cent. 
This is the rate at present paid by electric express companies, 
all of whose earnings are within the State and therefore taxed. 
This rate will slightly increase the State's revenue while 
being also more fair to the companies. Connecticut's share 
of the gross earnings of companies doing business partly out- 
side the State should be properly apportioned. 
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VI. Taxation of Express Oompanies in Other States:— 
A brief summary of the tax systems in other States appears 
in this chapter. A more detailed abstract for each State will 
be found in Appendix II. 

VII. Recommendations : — The Commission recommends in 
place of the present tax, a tax on express companies measured 
by their total gross operating earnings, the State's share of 
the earnings of companies doing business partly outside 
the State to be apportioned according to the ratio of miles 
of routes operated in Connecticut to the total miles of routes 
operated. The rate recommended is 2 per cent. This tax 
should apply without distinction to all express companies 
whether operating on steam or electric railroads. The gross 
earnings tax is to be in lieu of all other taxes on the companies 
or their property used exclusively in the business. The i^ares 
of stock of all companies thus taxed, and the bonds of com- 
panies incorporated in Connecticut, are to be exempt from tax- 
ation in the hands of liie owners. The gross earnings tax as 
recommended would increase the revenue of the State by a 
few hundred dollars. 



I. THE PRESENT METHOD OF TAXATION IN 

OONNEOTIOUT 

Connecticut taxes express companies upon their gross re- 
ceipts from commerce entirely within the 'limits of the State. 
The rate of the tax is 5%, except that for companies d%ing busi- 
ness wholly on lines of electric or street railways in the State, 
the rate is 2%. Each company must report the amount of 
these receipts annually to the • Tax Commissioner, these 
reports being examined and corrected if necessary by the State 
Board of Equalization. This tax is in lieu of all other taxes 
upon the property of the companies used exclusively in the 
express business. The shares of stock of the companies are 
exempt from taxation in the hands of the owners. 
Tteir bonds are taxable as personal property of the 
owners. (Gen. Stat., sec. 2433, 2435, 2441; Acts 1905, ch. 
264; Acts 1907, ch. 204, 268; 1909, ch. 208.) 

The tax is imposed upon every express company, associa- 
tion, or partnership doing an express business in the State. 
In case of express business on electric railways, the law also 
applies to persons doing such business. It must be paid with- 
in the first 20 days of October each year. It is based upon the 
gross amount of all express charges received by the company 
within the State, for commerce entirely within the limits of the 
State, during the year ending June 30, last 

The appropriate officer of the company must deliver to the 
Tax Commissioner, annually, within the first 10 days of 
October, a sworn statement of the amount of receipts as above. 
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For failure to make the required report within the time limited 
the offleer is subject to a fine of $500. For failure to pay the 
required tax, the company shall forfeit twice the amount of the 
payment due. 

The Board of Equalization Is required to meet each year on 
the first secular day after the expiration of the time for making 
reports by express companies to examine and correct such re- 
turns and to hear any party making such retuma If any such 
returns are not made, or are erroneously made, the Board is 
required to make up the return on the best information it can 
obtain. This return is reported to the company concerned. It is 
final, and the taxes are to be paid on it 



n. mSTOBIOAL DEVELOPMENT OF THE LAW 

The first law in Connecticut placing a special tax upon 
express companies was enacted in 1864. It required every 
company doing an express business in the State to pay to the 
State an annual tax of 1 per cent, of the gross receipts from 
express charges paid to it in the State. This tax was in lien 
of all other taxes upon the property of the company used 
exclusively in its express business. (Acts 1864, ch.. 74.) 

Each company ^as required to report, by a sworn statement, 
annually within the first 10 days of October, the amount of 
gross receipts as above during the year ending September 30 
last The tax must be paid within the first 20 days of October. 
For failure to make the required report, a penalty of $500 was 
imposed, and for failure to pay the tax, a penalty of twice the 
amount of the payment due. The State Board of Bqualiaation 
wa8g*equired to examine and correct the statements made and, 
if necessary, make out the required statement themselves from 
the best knowledge they could obtain, their statement to be 
finaL 

♦ 

In 1865 the rate was raised to 2 per cent. (Acts 1865, 

ch. 116.) 

In the same statute the provision was added that in case any 
company failed to make the report required by law, the State 
Treasurer was authorized to accept $2,000 from it in lieu of the 
taxes due. 

Certain minor changes were made in the law from time to 
time. In 1875 the payment which the State Treasurer was au- 
thorized to accept in lieu of the tax was increased from $2,000 
to $4,000. (Acts 1875, ch. 58.) 

An act of 1876 changed the dates of making the reports 
and paying the taxes from October to January. (Acts 1876, ch. 
60.) This act was repealed, however, the next year, putting the 
dates back to October. (Acts 1877, ch. 109.) 

In 1882 the payment to be accepted in lieu of taxes was 
raised to $10,000. (Acts 1882, ch. 131.) 

An act of 1884 changed the period for whidi reports were 
to be made and taxes computed to the year ending June 30 
last For 1884, the year was from October 1, 1883 to June 30. 
1884. (Acts 1884, ch. 65.) 
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The first important amendment to the law was made in 
1889. The basis of the tax was changed by restricting it to 
commerce entirely within the limits of the State, whereas it 
had up to this time been based upon the receipts from all com- 
merce paid in the State. On the other hand, the rate of the 
tax was increased from 2% to 5%. (Acts 1889, ch. 221.) 

In 1905, the special law relative to express companies 
doing business wholly on lines of electric or street railways 
within the State was passed. It provided that such corpora- 
tions, while subject to practically fiie same tax system as other 
express companies, should pay a tax of 2%, instead of 5% as 
paid by the other companies. (Acts 1905, ch. 264.) 

The law relating to express companies doing business on 

electric railways was amended in 1909 so as to make it apply 

to "every corporation, person, or partnership" doing such business, 

whereas the law formerly specified corporations only. (Acts 

• 1909, ch. 208.) 

In 1911, the section which authorized the State Treasurer 
to accept $10,000 in lieu of the tax from a company which failed 
to make the required report was repealed. (Acts 1911, ch. 41.) 



IIL OPESATION OF THE PRESENT TAX SYSTEM 

The Companies Subject to the Tax, and the Revenue in 
1912 : — There were in 1912 three express companies doing busi- 
ness in Connecticut and paying the State tax. One was oper- 
ating on electric lines only and accordingly paid the 2 per 
cent. tax. The two other companies paid the regular 5 per . 
cent. rate. The following is a list of the companies, with the V 
amount of their gross receipts from State business during 
the year ending June 30, 1912, and the amount of tax paid 
thereon : 

Gross Receipts. Tax Paid. 

Adams Express Co $384,666.38 $19,232.77 

American Express Co 7,180.95 359.05 

Groton & Stonington Street RaUway Co. 8,879.79 177.60 

Total $400,716.12 $19,769.42 

The State Revenue in Pa«t Years: — ^A statement showing 
the receipts of the State from taxes on express companies, 
from the introduction of the first law in 1864, down to 1912, 
is given in Appendix I. 



IV. 0BITI0I8M OF THE PRESENT TAX SYSTEM 

Express companies are the one class of corporations to 
which the State of Connecticut today applies the gross earn- 
ings tax. They have been taxed upon their gross receipts 
from the first State law in 1864. The Connecticut method, 
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however, takes account only of receipts for purely intra-state 
business and is, therefore, only a partial gross earnings tax. 
No tax whatever is imposed upon any part of the receipts 
from business which crosses the State line. This narrow basis 
of the tax is balanced by a rate of 5%, which on its face ap- 
pears very high when compared with the gross earnings taxes 
of other States. It should always be remembered that this 
high rate is a necessary part of a tax based only upon gross 
earnings from commerce within the State. 

The gross earnings tax, to be a fair measure of tax-paying 
ability, should be imposed upon earnings from all operations, 
interstate business being properly apportioned among the 
States concerned. Connecticut's tax is at best only a rough 
index of tax-paying ability, the objections to which are in- 
tensified by the high rate which is necessary. A tax at a 
lower rate upon all gross earnings, properly apportioned, 
would be a more scientific and just method and would also put 
the taxation of express companies in harmony with the gross 
earnings tax recommended for other public service corpor- 
ations. 

Complaint has been made to the Commission that the rate 
of the present tax is too high. The rate undoubtedly appears 
high when compared with rates of gross earnings taxes in 
other States. As just stated, however, the high rate must ac- 
company a tax based upon receipts from State business only. 
The question remains ; is the burden imposed by the present tax 
too heavy? This claim has been urged upon the Commission 
at its hearings. An attempt to arrive at the answer will be 
found in the following section. For the present it may be 
stated that the Commission is of the opinion that the present 
tax bears unequally upon the different companies, thus pro- 
ducing some injustice, which can be corrected by a tax on all 
gross earnings at a fair rate. 



V. THE OR088 EARNINGS TAX ON ALL EABNINCM3 

Superiority of the Oross Earnings Tax : — The general ad- 
vantages of the gross earnings tax for public service corpor- 
ations have been pointed out above (see Chapter I). 
Connecticut already has a partial gross earnings tax for ex- 
press companies. At its hearings the Commission has received 
some suggestions that the method be changed ; for example, to 
a combination of a tax on property and a gross earnings tax 
at a lower rate, or to a tax on corporate excess similar to the 
Massachusetts tax. It was admitted, however, that these sug- 
gestions were made mainly in the hope that a lower tax burden 
might result, and it appeared that there was no real objection 
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to the gross earnings tax except as to its amount. Believing 
as it does, that the gross earnings tax is decidedly the best 
method of taxing public service corporations, the Commission 
feels that nothing is to be gained by a change to another 
method. Justice to the companies and to the State can be 
given under a gross earnings tax at a fair rate. 

The previous section has pointed out the one serious de- 
fect in the present gross earnings tax. The method should 
be changed so as to include in the tax all gross earnings, 
whether arising from State or interstate business. Connecti- 
cut's share of the total earnings of the companies should be 
properly apportioned, and the rate should be so calculated as 
to give justice to the State and to the corporations concerned. 

The Bate of the Oross Earnings Tax — ^How Determined : — 

The most serious problem in developing a tax system based on 
gross earnings is the determination of the rate. The various 
tests by which a fair rate may be determined have been dis- 
cussed. (See Chapter I). Express companies present a par- 
ticularly difficult problem. 

We are unable to draw anything more than the most gen- 
eral conclusion from the value of their securities. The express 
companies are large holding companies. A very considerable 
part of their earnings and of the value of their securities comes 
from investments. Of the total gross income (less express priv- 
ileges) of the thirteen principal express companies in the United 
States in the year ending June 30th, 1911, which amounted to 
$16,635,707.00, only $10,226,352.00 was operating income. The 
remaining $6,309,355.00 came mainly from investments. The 
value of the securities of the companies therefore furnishes a 
very imperfect basis for judging of the proper rate of a tax upon 
their express operations. Exactly the same argument applies 
to the book value of the companies as shown by their balance 
sheets. 

We are also unable to base our Judgment upon the value 
of the property; that is, the plant The plant of an express 
company is an utterly inadequate measure of its tax-paying 
ability. For example, the United States Supreme Court found 
in the Ohio Express Companies cases that ''$23,400 worth 
of horses, wagons, safes and so on, produced $276,446 in a single 
year." 

About the only test applicable to express companies is 
the study of their operating earnings and expenses. This 
method of determining the proper rate of the gross earnings 
tax has been fully explained in the Chapter on ** Public Ser- 
vice Corporations in General." (See Chapter I). It is essent- 
ially the method employed by the California Tax Commission 
of 1906, and is on the whole the most reliable means of deter- 
mining the rate of the gross earnings tax. In brief, the rate 
is found by dividing the prevailing ratio of net earnings to 
gross by a fair rate of capitalization. Even this method meets 
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with special difficulties, which make the coiwlusions less re- 
liable, when applied to express companies. About one-half of 
the gross earnings of express companies are paid immediately 
to the railroads as the price of the express privileges. This 
makes the ratio of net earnings relatively very small. In the 
following pages we shall undertake to determine as closely as 
possible a fair rate for the tax on express earnings. 

Ratio of Net Earnings to Gross : — The table on the next 
page is derived from reports of the Interstate Commerce 
Commission, from reports by the express companies to this 
Commission, and from reports of the companies to the Con- 
necticut Public Utilities Commission. 

From these figures it is evident that the net earnings 
of the express companies are very small as compared with 
other public service corporations. As already stated, the prin- 
cipal cause for this discrepancy lies in the large payments for 
express privileges. It also appears that the net earnings have 
been declining rapidly during the past few years. The aver- 
age ratios of net earnings to gross for the past four years have 
been as follows: Adams Express C6., 5.37%; American Ex- 
press Co., 6.89% ; for all the principal companies, 7.99%. The 
ratio is somewhat lower for the two companies operating in 
Connecticut than for the express business in general. We may 
fairly assume about 7^% as a reasonable compromise between 
the ratio prevailing throughout the country and the ratio as 
shown by the two companies subject to taxation in Connec- 
ticut. 

The Bate of Capitalization : — ^We must next determine the 
proper rate for capitalizing the net earnings of express com- 
panies. This is not easy, for the reason that the value of the 
securities of the companies and the amount of their dividends 
depend in part upon earnings from investments. Taking the 
figures for what they are worth, however, we find the following 
facts: The shares of stock of Adams Express Co.. have no 
par value ; they sold in 1911 at an average price of $240, and 
in 1912 at an average of $185. Dividends of $12 per share were 
paid each year. This would indicate a return on the invest- 
ment Qf 5% in 1911, and 6.49% in 1912. The latter is hardly 
a normal yield. The stock has fallen greatly, due to expecta- 
tion of a future decline in dividends. 

The average market value of the stock of the American 
Express Co. was $223 in 1911, and $190 in 1912. Dividends of 
12% were paid each year, which indicates a yield of 5.15% on 
the investment in 1911, and 6.32% in 1912. Taking the aver- 
age of the rates of yield for these two companies in 1911 and 
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1912, we arrive at 5.74%. Adding 1% to allow for taxes would 
give a rate of capitalization of 6.74%. 

Assuming that 7.5% represents the prevailing ratio of net 
earnings to gross and that 6.75% is a fair rate of capitaliza- 
tion, we arrive at 1.11% as the proper rate for the gross earn- 
ings tax according to this method of calculation. 

Batio of Taxes Now Paid to Oross Earnings: — ^The ex- 
press companies today pay to the State of Connecticut 5% of 
their gross earnings from Connecticut business. The taxes 
thus paid amount on the average to just about 2% of Connec- 
ticut's share of the total gross earnings of the companies ap- 
portioned according to miles of route. (The method of ap- 
portionment and the result of its application are explained in 
a following section of this Chapter.) Adams Express Company 
pays somewhat more than 2% — 2.2% in 1912 — , whereas the 
tax upon the American Express Company amounts to only a 
very small fraction of Connecticut's share of its entire gross 
earnings — ^less than one-third of one per cent, in 1912. These 
facts are shown in the following table : 

TAXES PAID TO STATE OP C6nNECTICUT 

YEAR ENDING JUNE 80TH. 
1909 1910 1911 1912 

Adams Express Company: 
Taxes Paid ....$16,718.81 $18,384.62 $18,658.21 $19,232.77 
Ratio of Gross 
Earnings (*) 2.05% 2.09% 2.18% 2.20% 

American Express Company: 

Taxes Paid .... 344.68 447.65 524.29 359.05 

Ratio of Gross 

Earnings (*) 0.90% 0.42% 0.45% 0.30% 

Total Both Companies: 
Taxes Paid .... 17,063.49 18,832.27 19,182.50 19,591.82 
Ratio of Gross 
Earnings (*) 2.00% 1.91% 1.97%, 1.97% 

The Groton and Stonington Street Railway Company, de- 
riving all of its earnings from business within the State, pays 
under the present system exactly 2 per cent, of its total gross 
earnings each year. 

Taxes Paid by the Principal Express Companies of the 
United States :— Prom reports of the Interstate Commerce Com- 
mission we obtain the following facts regarding the tax pay- 
ments of the twelve principal express companies of the United 
States. It appears that the companies in general are paying 
taxes amounting to less than 1 per cent, of their total gross 
earnings. During the past four years Adams Express Com- 
pany paid taxes amounting on the average to .64% of its gross 
earnings. The taxes of the American Express Company 

^^i^M— ■ I I- I ■ —^M^^IB I I I ■■ I ■■! I ■! ..--II ■ ..II -. I.— !■ ..IM-.M —■ . .1 I ■ ■!■■ ■■■■■ m ill I I l—.IM I. I i^^^B^W^ 

(*) Gross earnings apportioned to Connecticut according 
to miles of route. 
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amounted on the average to .845% of its gross earnings, where- 
as all of the twelve companies together paid taxes amounting 
on the average to .80% of their combined gross earnings. 

TAXES ACCRUED 

YEAR ENDING JUNE 80TH. 
1909 1910 1911 1912 

Adams Express Company: 

Accrued .$145,184.36 $202,234.27 $245,430.00 $224,398.73 
Ratio of 
Gross Earnings 0.50% 0.64% 0.75% 0.66% 

American Express Company: 

T&X6S 

Accrued .$271,170.80 $302,166.06 $353,358.00 $371,606.09 
Ratio of 

Gross Earnings 0.85% 0.83% 0.85% 0.85% 

Total, All Principal Express Companies: 
Taxes 

Accrued . $906,519.79 $1,126,726.38 $1,315,973.14 $1,430,809.25 
Ratio of 

Gross Earnings 0.68% 0.77% 0.86% 0.89% 



Conclusion as to the Bate of the Oross Earnings Tax: — 
In what has gone before we have sought to determine a fair 
rate for the tax on gross earnings of express companies by a 
study of their earnings and expenses. This method has in- 
dicated a rate of somewhat over 1 per cent. We have also 
shown that the principal express companies of the United 
States pay taxes which amount to somewhat less than 1 per 
cent, of their gross earnings. The express companies oper- 
ating in Connecticut, however, are shown to be much more 
heavily taxed. There can be little doubt that the express com- 
panies throughout the United States in general, are escaping 
with a light burden of taxation. Oij the other hand, it seems 
to have been shown that the Adams Express Company is pay- 
ing quite a heavy tax to the State of Connecticut. So far as 
we are able to test the fairness of the rate, it would seem that 
this company is justified in asking for some reduction of its 
State tax. No reduction can fairly be asked by the American 
Express Company, which has been shown to be escaping to- 
day with a very light tax to the State of Connecticut. In view 
of all the facts, your Commission is of the opinion that a rate 
of 2 per cent, is justified. 

This rate is higher than is borne at present by the express 
companies of the United States as a whole. But under pres- 
ent tax methods, the express companies are not taxed as heavily 
as they should be. Again, the rate is higher than the rate 
indicated by the theoretical test which we have used. But, 
as already explained, the character of the property and busi- 
ness of the* express companies makes any theoretical test es- 
pecially difficult to apply, and less weight should therefore 
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be given to the conclusion thus reached. On the other hand, 
the 2 per cent, rate is justified by the fact that it is the rate at 
present imposed upon express companies operating on elec- 
tric railways, whose earnings are all within the State and there- 
fore all taxed at present. No complaint regarding the present 
tax has come to the Commission from such companies. The 
Commission's recommendation simply puts the other express 
companies on the same footing as those oi^rating on electric 
lines. Moreover, this rate will mean a reduction of the taxes 
paid by the Adams Express Company and an increase in the 
taxes of the American Express Company. Both results have 
been shown to be justified. Finally, the 2 per cent, rate will 
leave the State's revenue practically unchanged, perhaps in- 
creased by a few hundred dollars (see below). Taking ac- 
count of all the facts, the rate of 2 per cent, appears to be a 
fair one to all parties concerned. 

Companies Operating on Electric Bailwajrs: — The discus- 
sion so far has related mainly to express companies operating 
on steam railways. The conclusions reached may be applied 
equally well to companies operating on electric railways. Un- 
der the method recommended there would seem to be no good 
reason for making any distinction between the two kinds of 
companies. There is at present in Connecticut one company 
doing an express business on lines of electric railway. Under 
the present Connecticut law this company pays a tax of 2 per 
cent, upon its gross earnings, all of which arise from business 
within the State. The method recommended by the Commis- 
sion would, therefore, make no change whatever in the tax- 
ation of such companies. 

Apportionment of Interstate Earnings : — If the gross earn- 
ings tax is to be imposed upon all earnings it becomes neces- 
sary to adopt a method for apportioning to the State of Con- 
necticut its share of the total gross earnings. (The problem of 
the best basis for apportioning the earnings of public service 
corporations in general has been fully discussed in Chapter I). 
For express companies the best basis appears to be 
the mileage of routes. We reject the basis of the amount 
actually received for business within the State on account of 
its complications. No other basis presents itself as worthy of 
serious consideration. The figures for mileage of routes are al- 
ways known by every company, they are reported annually 
to the Interstate Commerce Commission, and are thus a matter 
of public record which any citizen can verify. This basis is 
therefore certain, easy to administer, and involves no extra 
trouble or expense upon the companies concerned. While 
somewhat arbitrary, it will nevertheless produce reasonable 
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justice as between Connecticut and other States. The result 
of this method of apportionment upon the two express com- 
panies doing an interstate business in Connecticut is shown in 
the following table : 

APPORTIONMENT OP GROSS EARNINGS TO CONNECTICUT 

YBAB ENDING JUNS 80, 1918. 

Adams Express American Express 

Oompany. Oompany. 

Total Mileage Operated 37,306.26 59,387.52 

Mileage Operated in Connecticut . 955.21 161.09 

Ratio of Mileage in Connecticut . 2.56% 0.27% 

Total Gross Operating Earnings ..$34,191,955.71 $43,714,874.32 
Connecticut's Share of Gross 
Earnings 876,314.07 118,030.16 



VI. TAXATION OF EXPRESS COMPANIES IN OTHER 

STATES 

The taxation of express companies in other States is 
marked by great diversity. Several methods are frequently 
combined in the system of a single State. The gross earnings 
tax may fairly be said to be the leading method, though the 
basis of capitalization and the ad valorem basis are largely 
used. The following is a brief summary of the principal 
methods in use by the various States. A more detailed account 
for each State will be found in Appendix II. 

Twenty-two States tax express companies upon gross 
earnings. In four of the States this tax is the only one im- 
posed upon the operative property of express companies and 
is at the following rates: Arizona, 5% ; California, 2% ; Minne- 
sota, 6% ; and Wyoming 5%. 

Eight other States have this tax as the principal one 
upon express companies although combined with other taxes, 
such as State or local taxes on real estate or tangible property 
and State license fees. These States, with the rates of the gross 
earnings taxes are : Delaware, 5% ; Idaho, 3% ; Kansas, 4% ; 
Maine, 4% ; New Jersey, 2% ; Bhode Island, 3% ; and Wash- 
ington, 5%. In California and Maine the tax is on earnings 
frgm business within the State and a share of interstate earn- 
ings. In the other States the tax is on earnings from State 
business only. 

In ten States the gross earnings tax is used as a supple- 
menta:gjj^ tax in connection with taxes on stocks and bonds or 
ad valorem taxes on property. 

In applying the gross earnings tax, the States of Minne- 
sota, Kansas, and New Mexico allow the deduction of express 
privileges from the gross earnings. 

Next to the gross earnings tax, the leading methods of 
taxing express companies are: (1) ad valorem taxes on the 
7 



82 REPORT OF SPECIAL TAX COMMISSION 

property of the companies ; nine States impose no other taxes, 
and more than half the States make some use of taxes on prop- 
erty, generally in combination with other taxes. (2) Taxes 
based on the value of stocks and bonds, generally combined 
with property or other taxes. (3) License taxes, privilege 
taxes, and other special taxes, generally in combination with 
some other form of taxation. 



Vn. OONOLUSIONS AND REOOMHENDATIONS 

Recommendations: — ^Your Commission recommends, there- 
fore, that in place of the present tax upon express companies 
there be substituted a tax on such companies measured by the 
gross operating earnings from all business, both State and 
interstate. It recommends that the rate be 2 per cent. In the 
case of companies whose business is done partly within and 
partly without the State, it is recommended that the share of 
the gross earnings apportioned to Connecticut be such part of 
the total gross earnings as shall be equal to the ratio of the 
miles of routes operated in Connecticut to the total miles of 
routes operated. It is also recommended that this tax apply 
to all express companies whether operating on steam or electric 
railroads. This tax should be in lieu of all other taxes upon 
the companies or their property used exclusively in the busi- 
ness. The Commission further recommends that the shares of 
stock of such companies, and the bonds of such companies as 
hold their charters from the State of Connecticut, be exempt 
from taxation in the hands of the owners. 

Probable Results of the Proposed Tax: — ^The following 
table gives the amount of the State tax paid by express com- 
panies in 1912, with the estimated amount which would have 
been paid in 1912 under the system recommended by the Com- 
mission. From these figures it appears that the proposed 
change will mean a slight increase, about $275.00 in the revenue 
of the State from taxes on express companies. The reduction 
in the case of Adams Express Co. wf)uld amount to a little 
over $1,700.00, which would be offset by an increase of aliiDut 
$2,000.00 in the tax paid by the American Express Company. 

Present Proposed Increase (4-) 

State Tax. Tax. Decrease ( — ) 

Adams Express Co $19,232.77 $17,606.28 -$1,726.49 

American Express Co 359.05 2,360.60 T 2,001.55 

Oroton & Stonlngton Street 

Railway Co 177.60 177.60 

Total 19,769.42 20,044.48 + 276.06 



CHAPTER V 
TELEPHONE COMPANIES 

GENERAL SUMMARY OF CHAPTER 

I. The Present Method of Taxation in Connecticut: — 

Telephone companies are at present taxed by the State $1.10 
on each transmitter used in the State, and 35 cents on each 
mile of wire used for messages which cross the border of the 
State. In' addition the real estate of the companies is subject 
to local taxation. 

II. Historical Development of the Law: — ^The first law 
imposing a special State tax on telephone companies was en- 
acted in 1882. It taxed the companies 2 per cent, on their 
gross receipts collected within the State. In 1889, the system 
was changed to a tax of 70 cents on transmitters and 25 cents 
on mileage, essentially like the present system. The rate of the 
transmitter tax was raised to $1.10 in 1907, and the mileage 
tax was raised to 35 cents in 1911. 

m. Operation of the Present Tax System: — ^Nine tele- 
phone companies are subject to the present tax. One company 
dpes a long distance business only and is subject practically 
to the mileage tax alone. Two other companies are taxed on 
interstate messages, being subject to both transmitter and 
mileage taxes. The other six companies pay only the trans- 
mitter tax. The total receipts from the tax in 1912 were 
$122,226.15. 

IV. Criticism of the Present Tax System: — The present 
tax has certain distinct advantages. It is simple, easy to under- 
stand, certain, and easily administered. It has the disadvan- 
tage of being arbitrary and not closely related to the tax-pay- 
ing ability of the corporations. It does not keep pace automa- 
tically with changed conditions. 

V. The Cross Earnings Tax : — The tax on gross earnings 
is recommended as possessing the advantages of certainty and 
ease of administration while also relating the tax burden to 
the ability of the corporations to pay. Imposed at the rate of 
S% per cent, it would yield a good revenue and impose a bur- 
den, approximately equal to the burden of the general prop- 
erty tax on wealth in general. In fixing the rate at 3% per 
cent, due allowance has been made for local taxation 
of real estate, which should continue as at present. Connecti- 
cut's share oif the gross earnings of companies doing business 
partly outside the State should be properly apportioned to 
the State. 
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VI. Taxation of Telephone Companies in Other States :— 

A brief summary of the tax systems of other States appears 
in this chapter. A detailed abstract for each State will be 
found in Appendix U. 

VII. Becommendations : — ^The Commission recommends a 
tax on telephone companies measured by their gross operating 
earnings, the State's share of the earnings of companies doing 
business partly outside the State to be apportioned accord- 
ing to the number of transmitters in case of companies doing 
an exchange business, and according to wire mileage in ease 
of those doiQg a long distance business. The rate recommended 
is 3%%. It is recommended that real estate be subject to 
local taxation as at present. The gross earnings tax is to be 
in lieu of all other taxes except on real estate and property 
not used exclusively in the telephone business. The shares 
of stock of all the companies thus taxed, and the bonds of Con- 
necticut companies, are to be exempt from taxation in the hands 
of the holders. 

The tax recommended would increase the revenue of the 
State from taxes on telephone companies by about $27,000. 



I. THE PRESENT METHOD OF TAXATION IN 

CONNECTICXJT 

Connecticut taxes telephone companies upon their trans- 
mitters, imposing a tax of $1.10 upon each transmitter rented 
or furnished by the company and used in the State. The com- 
panies must pay also a tax of 35 cents on each mile of wire 
used for transmitting either telephone messages which cross 
the border of the State or telegraph messages between any 
two places. 

Each company must report annually to the Tax Com- 
missioner the number of its transmitters and the mileage 
of its wires as above. These reports are examined, and cor- 
rected if necessary, by the State Board of Equalization. These 
taxes are in lieu of all other taxes on the personal property 
of the company used exclusively in the telephone (or telegraph) 
business, but real estate is subject to taxation in the town 
where it is located. The shares of stock of the companies w^ 
exempt from taxation in the hands of the owners. Bonds of 
the companies are taxable as personal property of the owners. 
(Gen. Stat. sec. 2438, as amended by Acts 1909, ch. 191 ; sec. 
2439, as amended by Acts 1907, ch. 158, Acts 1909, ch. 191, 
Acts 1911, ch. 172; sec. 2440, sec. 2441; Acts 1907, ch. 204.) 

The tax is imposed upon aU corporations, associations, part- 
nerships, or persons doing a telephonic business in the State. 
It must be paid within the first twenty days of October eaoh year. 
It is based (1) upon the number of telephonic transmitters used 
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in the State on the preceding Jnly 1st, "and wkioh telephonic 

transmitters were furnished or rented by said corporation 

to any person or party for telephone purposes," and (2) upon 
the number of miles of wire "owned, leased, controlled and oper- 
ated by said corporation, . . . .and which said corporation, ... .or 
any person or party, then (on July 1st, last) used either for the 
transmission of telephonic messages from any place in this or 
another State across any portion of this State to a place in an- 
other State, or for the transmission of telegraphic messages be- 
tween any two places wheresoever." 

The appropriate officer of each company must deliver to the 
Tax Commissioner annually within the first ten days of 
October, a sworn statement showing the number of transmitters 
and the number of miles of wire as above. For failure to make 
the required report within the time limited the officer is subject 
to a fine of $600. For failure to pay the required tax the com- 
pany shall forfeit twice the amount of the payment due. 

The Board of Equalization is required to meet each year on 
the first secular day after the expiration of the time for making 
reports by telephone companies, to examine and correct such 
returns, and to hear any party making such returns. If any such!* 
returns are not made, or are erroneously made, the Board is re- 
quired to make up the return on the best information it can ob- 
tain. This return is reported to the company concerned. It is 
final, and the taxes are to be paid on it 

In case of a company having only one central office or ex- 
change and having at least 90% of its transmitters located in the 
same town as its exchange, and not having its lines or exchange 
connected in any way with any other telephone company or used 
by any other telephone company, the tax is 70 cents on each 
transmitter. At the present time there are no companies in the 
State which come within these restrictions, and no company is 
therefore entitled to the rate of 70 cents. 



n. mSTOBICAL DEVELOPMENT OF THE LAW 

Telephone companies were first made subject to a special 
state tax in 1882, when the law regarding the taxation of 
telegraph companies was expanded so as to make its provis- 
ions apply also to telephone companies. The law made all 
telephone companies doing business in the State subject to a 
gross receipts tax of 2 per cent, each year upon all receipts 
for telephone messages paid to the company within the State. 
This tax was in lieu of all other taxes on the property of the 
company used exclusively in the telephone business. (Acts 
1882, ch. 83) 

The companies were required to report, by a sworn state- 
ment, annually within the first 10 days of October the amount 
of gross receipts as above during the year ending Sep- 
tember 30 last The tax must be paid within the first 20 days 
of October. For failure to make the required report a penalty 
of $500 was imposed, and for failure to pay the tax, a penalty 
of twice the amount of the payment due. The State Board of 
Bqualization was required to examine and correct the state- 
ments made and, if necessary, make out the required statement 
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themselves from the best knowledge they could obtain* their 
statement to be finaL 

In case any company should fall to make the report re- 
quired of it by law, the State Treasurer was authorized to accept 
from It $10,000 in lieu of all taxes due. 

The law was slightly changed in 1884 by an amendment 
which defined the gross receipts subject to taxation so as to 
include, in addition to the receipts for messages, also the re- 
ceipts **for the use of telephone instruments and 

wires. ' ' (Acts 1884, ch. 72. ) 

The same statute changed the p^lod for which reports 
were to be made and taxes computed to the year ending June 
30 last For 1884, the year was from October 1, 1883, to June 
30, 1884. (Acts 1884, ch. 72.) 

The first radical change occurred in 1889. The gross re- 
ceipts tax was now abandoned, for telephone as well as tele- 
graph companies, both of which had been subject to the same 
tax since 1882. In 1889 separate systems were enacted for 
the two classes of corporations. Telephone companies were 
now made subject to a tax of 70 cents upon transmitters, simi- 
lar to the system in force at the present time, and a tax of 
25 cents on each mile of wire used for messages from any State 
outside Connecticut across a part of Connecticut to another 
State outside, or for telegraphic messages between any two 
places. This tax was in lieu of all other taxes on the personal 
property of the companies used exclusively in the telephone 
(or telegraph) business, but real estate was subject to tax- 
ation in the town where located. (Acts 1889, ch. 178.) 

At this time also (1889) the provision of the law of 1882 
which authorized the State Treasurer to accept $10,000 in lieu 
of the tax from a company which failed to make the required 
report was repealed. 

In 1907 the rate of the transmitter tax was increased to 
$1.10. (Acts 1907, ch. 158.) 

A change in the mileage tax was made in 1909. When 
first adopted in 1889, this tax of 25 cents a mile applied to 
wires used for telephone messages crossing Connecticut in pass- 
ing from one outside State to another State outside. This 
clearly excluded messages originating or terminating in Con- 
necticut, though they might cross the State line. This part of 
the law was now changed so as to include all wires used for 
messages **from any place in this or another State, 'across any 
portion of this State, to a place in another State;" that is, for 
messages crossing the State line, wherever they might have 
originated or terminated. The tax remained upon all wires 
used for telegraphic messages, as before. (Acts 1909, ch. 191.) 

In 1911 the rate of the mileage tax was raised from 25 
cents to 35 cents. (Acts 1911, ch. 172.) 
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In 1911 was also added the provision reducing the trans- 
mitter tax to 70 cents in the case of purely local telephone com- 
panies, as described above. (Acts 1911, ch. 172.) 



m. OPERATION OF THE PRESENT TAX SYSTEM 

The Companies Subject to the Tax, and the Revenue in 
1912: — ^There were in 1912 nine telephone companies doing 
business in Connecticut and paying the State tax. One small 
company, The Huntington Telephone Company, closely affili- 
ated with the Southern New England Telephone Company and 
paying its taxes through that company, is for that reason not 
reported as subject to the tax. The following is a list of the 
companies paying the tax to the State, with their respective 
numbers of transmitters and miles of wire and the amount of 
the taxes paid. 

Southern N^w England Telephone Co. 
96,712 transmitters, @p.,10, $106,888.20 

New York Telephone Co. 

2013 miles wire, @35c, $ 704.55 

2197 transmitters, (S)$1.10, 2,416.70 

3,121.26 

Westerly Automatic Telephone Co. 

120 miles wire, @35c, 42.00 

195 transmitters, (S)$1.10, 214.50 

256.50 

Woo'dbury Telephone Co. 

479 transmitters, (8)$1.10, 526.90 

Farmington Valley Telephone Co. 

238 transmitters, @$1.10, 261.80 

Sharon Telephone Co. 

190 transmitters, @$1.10, 209.00 

East Haven Telephone & Electric Co. 

183 transmitters, @$L10, 20180 

Stamford District Messenger & Telephone Co. 

6 transmitters, @$1.10, 6.60 

American Telephone & Telegraph Co. 

32,164 mUes wire, @35c, 11,257.40 

2 transmitters, @$1.10, 2.20 

11,259.60 

Total $122,226.15 

Only three companies were taxed upon wires used for 
interstate messages. Of these, the American Telephone & Tele- 
graph Company does a purely long distance business, being 
taxed on only two transmitters. The New York Telephone 
Company and the Westerly Company do . a large exchange 
business besides the transmission of messages across the State 
boundary. 

The two large companies doing an exchange business are 
the Southern New England, with 96,712 transmitters, and the 
New York Telephone Company, with 2,197 transmitters be- 
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sides its long distance wires. The other companies have from 
6 to 479 transmitters. 

The State Bevenue in Past Tears: — ^A statement showing 
the receipts of the State from taxes on telephone companies, 
from the introduction of the first law, in 1882, down to 1912, 
is given in Appendix I. 



IV. CBITICISM OF THE PRESENT TAX SYSTEM 

The most important feature of Connecticut's present sys- 
tem of taxing telephone companies is its arbitrary character. 
This is both an advantage and a defect. The arbitrary tax 
upon transmitters and wire mileage is simple, easily under- 
stood by any one, and easy to administer. It is based upon 
certain objective facts which each company knows and can 
report without labor or expense. The State ofl&cers concerned 
can easily check the companies' reports and satisfy themselves 
of their correctness. There is no place for the operation of 
personal judgment or opinion, and practically no room for 
evasion of the tax through dishonesty or carelessness on the 
part of either the oflScers of the State or of the corporations. 
In short, the law has all the advantages of ease and certainty 
of administration. Such advantages are not to be lightly cast 
aside. 

On the other hand, the tax on transmitters and mileage 
at arbitrary rates bears no necessary relation to the profits of 
the business or to the tax-paying ability of the corporation. 
At a given time, the rates might conceivably be computed 
carefully so as to place a certain desired burden upon the 
company in proportion to its profits, or the value of its prop- 
erty, or some other index of tax-paying ability. There is no 
evidence that when Connecticut adopted the rate of 70 cents 
in 1889, and increased it to $1.10 in 1907, this was the 
result of any such careful computation or was based upon 
any definite principle of justice. 

And even if the rates when introduced do bear exactly 
tiie right relation to ability, changing conditions are sure to 
destroy this assumed perfect adjustment sooner or later. It is 
evident that such a change has been taking place in the tele- 
phone business in this State. The great recent development 
of the extension instrument and the private branch exchange 
has meant a decreased average rental for each instrument. 
Each new extension transmitter brings only $6 or $8 rental to 
the company; yet the tax is $1.10, the same as upon a trans- 
mitter renting for $36.00 or more. It is stated by the South- 
ern New England Telephone Company that in 1895 their 
average rental per station was $57.30. In 1902, which marked 
the start of the recent period of rapid development, the average 
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rental had dropped to $33.52. In 1911, the average was $26.12. 
Obviously the tax of $1.10 per station is coming to be a heavier 
and heavier burden. We are paying nothing here as to the 
actual fairness or unfairness of the rate, but merely calling 
attention to. its failure to conform to any principle of justice. 
Thus far the State has gained at the expense of the tele- 
phone companies, because of the flat rate on transmitters. It 
is entirely possible, however, that the reverse might occur. 
For example, any increase of rates by the companies would, 
of course, bring no new tax revenue to the State, in fact might 
actually reduce the revenue by causing the discontinuance of 
some stations. The present eflEorts of the companies to dis- 
courage the $30.00 party wire station in favor of the private 
wire at $36.00 tends to increase the company's revenue while 
adding nothing to the taxes. That the future development of 
the telephone business may bring about still other changes 
which cannot be foreseen at the present time is hardly open 
to question. It is quite possible that the present system might 
sometime prove disadvantageous to the interests of the State. 

What has been said thus far relates especially to the tax 
on transmitters. This method of taxation obviously can be 
used only for telephone companies doing an exchange business. 
Companies engaged in long distance business would largely 
escape under a system based upon the number of transmitters. 
For this reason the Connecticut tax upon mileage of wires 
used for interstate messages was adopted. The same defects 
which have been pointed out in connection with the transmit- 
ter tax are present in even greater degree when it comes to 
the tax on wire mileage. Wire mileage is even less reliable 
as an index of tax-paying ability. As will be shown later, 
the result of this method of taxation in Connecticut has been 
that, under the rate of 35 cents a mile, the American Telephone 
& Telegraph Company, the one company doing exclusively 
long distance business, has been bearing a very light burden 
of taxation. 

The present basis of the telephone tax is not only arbitrary 
as applied to a given company under diflEerent conditions, but 
is also very unequal as between different companies. For ex^ 
ample, the tax on transmitters collected in 1912 from the 
Southern New England Telephone Company amounted to 
3.38% of the Company's gross earnings during the year ending 
June 30, 1912, whereas in the case of the small Connecticut 
companies the tax took anywhere from 4.18% to 7.69% of 
the gross earnings. 



V. THE GROSS EAKNINGS TAX 
Introductory: — We have seen the fundamental defect of a 
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tax based upon an index as arbitrary as the transmitter and 
the wire mileage. The problem is to discover a basis for tbe 
tax which will relate it more\closely to the tax-paying ability 
of the companies, while not sacrificing the simplicity, certainty, 
and administrative advantages of the present system. Your 
Commission is convinced that the solution is the tax upon gross 
earnings. The character of the gross earnings tax, its ad- 
vantages, and its general manner of operation have been dis- 
cussed in Chapter I above. It remains here to discuss the par- 
ticular bearing of the gross earnings tax upon telephone com- 
panies. 

A. THE BATE OF THE GROSS EARNINGS TAX 

The Problem of the Rate :— The first question that arises 
in imposing the gross earnings tax upon any particular class 
of corporations is, what shall the rate be ? As already explained 
in Chapter I above, approximate justice for a given class of 
corporations is to be obtained by determining a tax rate 
which will make the burden upon tiie corporations practically 
equivalent to the burden of the general property tax upon 
wealfli in general. It has also been shown in Chapter I that 
with certain qualifications, a rate of 1 per cent, upon true 
market value may be assumed to be about the rate of taxation 
normally borne under the general property tax. The problem 
then is to determine what rate of tax upon the gross earnings ^ 
of telephone companies will produce a burden practically 
equivalent to a tax of 1 per cent, upon the value of the prop- 
erty of the companies. The diflEerent tests which may be us^ 
to determine such a rate for a given class of corporations have 
been explained in Chapter I. It is now necessary to apply 
these tests to ascertain a reasonable rate for the tax upon 
telephone eainings. 

Statistics of the Companies Subject to Taxation: — ^The fol- 
lowing statistics are presented relating to the telephone com- 
panies subject to taxation in Connecticut. All of the com- 
panies subject to the tax are included except the Stamford 
District Messenger and Telephone Company. This company's 
telephone business is so small (it is taxed on only 6 trans- 
mitters) that the attempt to present statistics comparable with 
those of the other companies would be misleading rather than 
helpful in drawing any conclusions. 

In the case of the small Connecticut companies, no attempt 
has been made to present the market value of the securities. 
These are small local companies. They have no bonded debts, 
their stocks are not regularly on the market, and no conclusion 
of value can be drawn from a study of the market value of 
their stock. 
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BXPiJLNATORY NOTES ON STATISTICS OfF TELEPHONE 

COMPANIES 

The statistics of telephone companies presented here have 
been obtained in part from the published reports of the com- 
panies, in part from reports made to the Connecticut Public 
Utilities Commission, and in part from direct correspondence 
with the officers of the companies. In all cases the figures have 
been verified by examination of the statements or accounts of 
the companies. In this work the Commission has received 
most courteous and valuable assistance from the officers of the 
Southern New England Telephone Co. and the American Tele- 
phone lb Telegraph Co. 

We have followed as far as possible the accounting rules 
of the Interstate Commerce Commission. 

For the purposes of the special problem of taxation it has 
been necessary to make changes from the figures ordinarily 
published under certain items. The following explanations 
will indicate where important changes have thus been made, 
besides showing how certain other figures have been obtained. 

(1) Bonded Debt and Other Borrowed Capital: — Under this 
head the attempt has been made to arrive at the actual invest- 
ment of capital in the business as distinguished from current 
accounts or mere temporary loans. For a large company having 
most of its debt funded, (for example the Southern New Eng- 
land and the New York Telephone Companies) short time notes 
are not included. For the small companies which have no 
bonds, capital Is generally obtained by borrowing on notes, and 
such notes have been included. The attempt has been made to 
reach the most accurate result possible by studying tha state- 
ment of each company individually. * 

(2) Net Book Value: — This figure is intended to show the 
equitK in the corporation's property belonging to investors 
therein. It is ordinarily represented by capital, surplus, un- 
divided profits, bonds and such other capital obligations as 
properly represent an investment in the corporation. These 
figures are all book values as given in the balance sheets of the 
companies. 

(3) Net Plant Value: — ^This item is composed of plant, ma- 
terials and supplies, real estate, etc., from which is deducted 
any reserve for depreciation or replacement. These figures also 
are book values taken from the companies' balance sheets. 

(4) Oro88 Operating Earnings: — From the amount usually 
reported under this head has been deducted (a) uncollectible 
items (the actual amount uncollected during the given year in 
spite of the fact that some may be collected in a later year.) 
(b) Refunds, (c) Sums collected by one company as agent for 
another company; for example, the small Connecticut companies 
deduct sums collected for tolls and later paid to the Southern 
New England Co. (d) Earnings from real estate not used ex- 
clusively in the business. 

(6) Operating Expenses: — From the amount as usually 
reported under this head there has been deducted (a) uncol- 
lectible items if previously Included as expenses, (b) refunds 
if previously included, (c) payments to other companies of 
sums collected as their agents, and (d) all taxes including the 
Federal Corporation Tax. Taxes are usually considered a proper 
item of operating expenses. In studying the tax problem, how- 
ever, it is, of course, necessf ry to eliminate the taxes here. 
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(6) The Bmall Connecticut Companies*, — ^The flgores for 
the small Connecticut companies have In some cacies to be 
estimated* involving some exercise of judgment and the oc- 
casional use of somewhat arbitrary figures. The figures given 
may be relied upon as representing fairly the actual conditions as 
determined by a careful study of the statements and accounts 
of each individual company. 

Oomparison with a Tax on Market Value of Securities :— 

Some indication of what would be a fair tax upon a corpora- 
tion may be obtained by assuming a tax equal to 1 per cent, 
of the total value of the corporation's securities. For this pur- 
pose we may take the market value of the company's stock and 
add the par value of its bonds, sometimes including certain 
other obligations. (It might occasionally be necessary to take 
bonds also at market value. Ordinarily this is not necessary.) 
This represents approximately the actual value which the 
market places upon the total investment in the corporation. 
This is practically the basis of the present method of taxing 
railroads in Connecticut. 

In the case of the Southern New England Telephone Com- 
pany, such a tjgc would amount to $134,857.76, which would be 
equivalent to a tax of 4.30 per cent, of the gross earnings of 
the company. In the case of the Westerly Automatic Tele- 
phoi^ Company — ^which has no bonded debt — a tax of 1 x>er 
cenlr upon the market value of the capital stock would amount 
to $1,500, which would be equivalent to a tax of 4.08 per cent, 
of the gross earnings of the company. These two are the only 
companies to which this test can be applied. The American 
Telephone & Telegraph Company is a large holding company, 
and no conclusion as to the fair rate of a tax on gross earnings 
from operation can therefore be based upon the total value of 
its capital stock and bonds, since their value depends largely 
on income from investments. In the other cases the market 
value of the stock is not known, and the calculation is there- 
fore impossible. Prom the two companies to which ^e have 
applied the test it would appear that taxes on gross earnings 
of 4.30 per cent, and 4.08 per cent respectively would impose 
a burden equal to 1 per cent, of the value of the securities. 

Oomparison with a Tax on Book Value: — A somewhat 
similar test consists in calculating the amount of a tax of 1 per 
cent, upon the net book value of the investment, that is, upon 
the sum of the capital, surplus, undivided profitis, and bonded 
debt, all at book value. The following table shows, for each 
of the companies to which this test is applicable, the amount 
of such a tax and the equivalent percentage of gross earnings. 
The American Telephone & Telegraph Company is omitted for 
the reason explained above. The New York Company has been 
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included, although it also has extensive stock holdings which 
affect ita book value. 

TAX OP ONE PER CENT. ON NET BOOK VALUE. 

Per Oent 

Amount of Groit 

of Tax: Eamirngs: 

Southern New England Telephone Co., $ 103,363.39 3.29% 

New York Telephone Co., 1,937,967.70 6.00% 

Westerly Automatic Telephone Co., .... 1,442.13 3.94% 

Woodbury Telephone Co., 464.46 4.99% 

Farmington Valley Telephone Co., 522.82 8.34% 

East Haven Telephone & Electric Co., . . 67.63 2.20% 

Sharon Telephone Co., ^ 346.12 6.60% 

Prom this it appears that to impose a burden equal to 
1 per cent, of the book value of the several companies, the 
gross earnings would have to be taxed at rates varying all the 
way from 2.2 per cent, to 8.34 per cent, a fair average being 
probably somewhere in the neighborhood of 4 per cent. 

Oomparison with a Tax on Net Plant Value : — A third test 
of the proper rate of the gross earnings tax, which is, however, 
less reliable than the two already used, consists in calculating 
the amount of a tax of 1 per cent, upon the actual value of the 
plant belonging to each company. It is, of course, obvious 
that the mere value of the plant of a telephone company can- 
not be taken as the full measure of its tax-paying ability. A 
tax on gross earnings could therefore be fairly imposed at 
somewhat higher rates than those resulting from this calcu- 
lation. The following figures showing the results of such a 
calculation are given for what they are worth. They show 
for each company the amount of a tax of 1 per cent, upon the 
net value of its plant, with the equivalent percentage of gross 
earnings : 

TAX OF ONE PER CENT. ON NET PLANT VALUE 

Per Oent 

Amount of Orois 

of Tax: Eaminn: 

Southern New England Telephone Co.,,$ 103,824.80 3.31% 

New York Telephone Co., 1,040,546.85 2.69% 

Westerly Automatic Telephone Co., 1,351.70 3.69% 

American Telephone & Telegraph Co., . 439,133.39 4.07% 

Woodbury Telephone Co., 463.51 4.98% 

Farmington Valley Telephone Co., 281.28 4.49% 

East Haven Telephone & Electric Co., . . 64.38 2.46% 

Sharon Telephone Co., 334.87 5.33% 

From these figures it appears that to impose a tax equal 
to 1 per cent, of the plant value of the several companies, the 
gross earnings tax idiould he imposed at rates varying all 
the way from 2.46 per cent, to 5.33 per cent. As already sug- 
gested the rate for the gross earnings tax should properly he 
somewhat higher than the rates indicated by this calculation. 
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Comparison with a Tax on Capitalised Net Earnings:— 

In Chapter I, we have explained at length what is, on the 
whole, the most accurate method of determining the proper 
rate of a tax on gross earnings. This amounts practically to 
imposing a tax equal to 1 per cent, upon the capitalized value 
of the net earnings of the companies in question, using as the 
rate of capitalization the rate of yield actually obtained by in- 
vestment in the companies' stock at present market values and 
present dividend bases. This is essentially the method em- 
ployed by the California Tax Commission of 1906. 

As explained in Chapter I, the formula consists in divid- 
ing the prevailing ratio of net earnings to gross among the 
class of corporations concerned by the rate of capitalization 
found to be proper for this class of corporations, the rate of 
capitalization being the rate yielded on the average by invest- 
ment in the stock of the companies plus 1 per cent, for taxes. 
As already indicated in the discussion in Chapter 1, the rate 
of capitalization thus determined may fairly be further in- 
creased somewhat to allow for the fact that in obtaining new 
capital a corporation normally finds it necessary to oflfer a 
yield somewhat greater than is obtained at the time by inves- 
tors in its stock. 

We must first ascertain what is the prevailing ratio of net 
earnings to gross among telephone companies, and in particu- 
lar among those subject to taxation by the State of Connecti- 
cut. The following table gives this fact for each of the com- 
panies subject to taxation by Connecticut: 

Ratio Net 
Eftminft 
to OroM. 

Southern New England Telephone Company, ...... 26.66^ 

New York Telephone Company, 30.76% 

Westerly Automatic Telephone Company, 34.87% 

American Telephone & Telegraph Company, ....... 42.07% 

Woodbury Telephone Company, 20.46% 

Farmlngon Valley Telephone Company, 50.23% 

Bast Haven Telephone & Electric Company, 48.76% 

Sharon Telephone Company, 32.39% 

In drawing conclusions from these figures it must be borne 
in mind that the Southern New England Telephone Company 
is by all means the most important one in Connecticut and that 
too much weight must not be given to the results diown by the 
American Telephone & Telegraph Company on account of the 
peculiar character of this company's earnings. Moreover, it 
must be remembered that aside from the Southern New Eng- 
land Company the other Connecticut local companies are so 
small that no great weight must be attached to the results 
shown by their business. Tlie Southern New England Company 
shows a ratio of net earnings tp gross of 26.66 per cent. AU 
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of the other companies, with the exception of one small Con- 
necticut company, show a considerably higher ratio. We are 
probably justified in taking 30 per cent, as a moderate esti- 
mate of the prevailing ratio of net earnings to gross among 
the telephone companies with which we are specially concerned. 
This conclusion agrees also very closely with the results of in- 
vestigations by the United States Census Office. 

The following figures are from special reports entitled 
''Telephones and Telegraphs, 1902'' and ''Telephones, 1907," 
published in 1906 and 1910 respectively. 

TELEPHONE COMPANIES OF THE UNITED STATES 

1902 1907 

All Systems, Commercial and Mutual: 

Gross Operating Earnings $81,599,7^9 $174,868,918 

Operating Expenses 56,867,062 118,248,576 

Net Earnings 24,732,707 56,620,342 

Ratio of Net to Gross Earnings 30.31% 32.38% 

Commercial Systems, (Exclusive of Mutual) : 

Gross Operating Earnings $81,296,444 $174,194,500 

Operating Expenses 56,591,746 117,690,964 

Net Earnings 24,704,698 56,503,536 

Ratio of Net to Gross Earnings 30.39% 32.44% 

From these figures it appears that the prevailing ratio of 
net earnings to gross for all the telephone companies of the 
United States in 1902 was a little over 30 per cent, and in 1907 
a little over 32 per cent. 

We must next determine, the proper rate of capitalization. 
The following table shows the market value of the stock, the 
dividend basis, and the rate of yield of three of the companies 
with which we are specially concerned, being the only ones 
from which both of these facts are obtainable. 

Market 
DiTidend Value of Bate of 
Rate Stock Yield 

Southern New England Telephone Co., 7% 142 4.93% 

Westerly Automatic Telephone Co., 7% 120 5.83% 

American Telephone & Telegraph Co., 8% 143 5.59% 

If to the rates of yield in the above table we add 1 per 
cent, to allow for taxes we obtain rates of 5.93 per cent., 6.83 
per cent., and 6.59 per cent., respectively, for the three com- 
panies. From this it would appear that 7 per cent, would be a 
fair rate of capitalization for these companies, after making 
all proper allowances. The California Tax Commission of 1906 
4;ook as its rate of capitalization 5.5 per cent., which is the rate 
ascertained by the United States Census as representing fairly 
the yield obtained upon investment in the stock of the tele- 
phone companies of the United States in 1902. In comparison 
7 per cent, appears liberal. Dividing the ratio of net earnings 
8 
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to gross of 30 per cent, by a rate of capitalization of 7 per 
cent, we arrive at 4.27 per cent, as the proper rate of the gross 
earnings tax as indicated by this f ormida. The California Tax 
Commission arrived at 3.6 per cent., this result being due, 
however, to the fact that the ratio of net earnings to gross 
for the telephone companies in California at that time was 
found to be about 20 per cent., which is very much lower than 
the ratio shown by the companies doing business in Connecti- 
cut at the present time, and also lower than the average for 
the whole United States in 1902 and in 1907. 

Summary of Evidence as to a Fair Bate: — The foregoing 
discussion would seem to point to the conclusion that a gross 
earnings tax at the rate of 4 per cent, would impose a reason- 
able burden of taxation upon the telephone companies under 
consideration. It is obvious, of course, that such evidence as 
this can never be an absolutely exact indication of what the 
correct rate should be. Nevertheless, the tests which have been 
applied agree closely enough to warrant at lea^ the conclu- 
sion that a 4 per cent, tax on gross earnings would not impose 
an unreasonable burden on the corporations in question. 

Ratio of Taxes Now Paid to Gross Earnings : — As further 
evidence upon the fairness of a rate of 4 per cent, on gross 
earnings we may ask; what taxes are the companies actually 
paying today? The following table shows the total amount 
of taxes paid by each company for the year 1912, and also 
shows what percentage of gross earnings these taxes amounted 
to. It should be borne in mind that these are the totals 
of all State and local taxes paid by each of the companies, 
and that they therefore include taxes paid in other States 
than Connecticut by companies doing business in other 
States. The object is to show the present total burden of 
State and local taxation upon the companies in question. The 
United States corporation tax is not included. The American 
Telephone & Telegraph Company has not been included. Being 
a large holding company, it is impossible to say what part of 
its total taxes should be assigned to its operating department. 

STATE AND LOCAL TAXES PAID IN 1912 

Ratio 
of Taxes 
Total Taxes to Gross 

Paid. Earnings. 

Southern New England Telephone Co.,$ 116,839.51 3.72% 

New York Telephone Co., (1911) 1,784,837.57 4.61% 

Westerly Automatic Telephone Co., . . 711.95 1.94% 

Woodbury Telephone Co 526.90 5.66% 

Farmington Valley Telephone Co., 261.80 4.18% 

East Haven Telephone & Electric Co., 201.30 7.69% 

Sharon Telephone Co., 412.16 6.66% 
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From these figures it appears that the Westerly Company 
is paying a very moderate tax when measured by gross earn- 
ings. The Southern New England pays about 3% per cent, 
of gross earnings while all the other companies are paying 
taxes considerably in excess of 4 per cent, of their gross earn- 
ings. A tax on gross earnings at the rate of 4 per cent, would 
mean a reduced tax burden for these companies, and only a 
small increase for the Southern New England Company. In 
particular, the fact again appears that the present tax system 
is especially heavy upon the small Connecticut companies, if 
gross earnings are taken as the basis of judgment. 

Taxes Paid by the Telephone Companies of the United 
States: — ^Further evidence upon the question of the proper 
rate of the gross earnings tax on telephone companies appears 
in the following figures published by the United States Census 
in 1906 and 1910, in special reports entitled ** Telegraphs and 
Telephones, 1902" and ** Telephones, 1907.'' 

TELEPHONE COMPANIES OF THE UNITED STATES 

1902 1907 

All Systems, Commercial and Mutual: 

Gross Operating Earnings $81,599,769 $174,868,918 

Taxes 2,944,281 6,368,731 

Ratio of Taxes to Gross Earnings . . . 3.609% 3.642% 

Commercial Systems (Exclusive of Mutual): 

Gross Operating Earnings $81,296,444 $174,194,500 

Taxes 2,940,430 6,358,290 

Ratio of Taxes to Gross Earnings . . . 3.617% 3.650% 

According to these figures, the taxes actually paid hy all 
the telephone companies of the United States amounted to 
3.61 per cent, of their gross earnings in the year 1902, and 
3.64 per cent in 1907. 

According to the Annual Report of the Directors of th^ 
American Telephone & Tdegraph Company for 1911, the total 
of all taxes paid hy the entire Bell Telephone System in the 
United States in 1911 was $8,965,922, out of total gross earn- 
ings of $179,477,998. The taxes paid were therefore almost 
exactly 5% of their gross earnings. It must be kept in mind, 
however, that the tax accounts of the telephone companies are 
somewhat misleading, on account of the common practice of 
including various things that are not taxes (such as assess- 
ments, fees, expenses of their tax departments, etc.) and on ac- 
count of the frequent setting up of a -somewhat arbitrary tax 
reserve. 

The Taxation of Real Estate: — In the foregoing inquiry it 
has been assumed that the rate to.be determined is the one 
which will place a tax burden on the corporations equivalent 
to the burden of the general property tax upon wealth in 
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general. It is obvious, therefore, that the gross earnings tax 
as thus worked out should be the only tax paid by the corpor- 
ation within the State; in other words, that it should be in 
lieu of all other taxes, both State and local, upon the corpora- 
tion or its property used exclusively in the business. At 
present telephone companies in Connecticut are subject to tax- 
ation on their real estate in the towns where it is located, the 
State tax on transmitters being in lieu of all other taxes except 
upon real estate and upon other property not used exclusively 
in the telephone business. It does not seem advisable to deprive 
the towns of their present right to levy taxes upon real estate 
of telephone companies. It therefore becomes necessary, in 
view of the retention of the local real estate taxes, to make 
proper allowance in the State tax on gross earnings. This ad- 
justment may be accomplished in either of two ways : 

(1) The companies may be allowed to deduct from the 
gross earnings tax paid to the State the amount of their taxes 
upon real estate, the balance being the amount payable to the 
State treasury. In this way the gross earnings tax is made 
the measure of the total taxes paid by each company. The 
company is guaranteed a total tax burden of a certain definite 
amount of its gross receipts, and it becomes practically a matter 
of indifference to the company how high its real estate taxes 
may be. This latter consideration is indeed a defect. Assess- 
ment of real estate is in the hands of local officers. If the com- 
pany deducts its real estate taxes from its State tax, it has no 
motive leading it to resist excessive taxation of its real estate. 
The towns may place high valuations upon the company's real 
estate and impose a heavy tax rate, without leading to com- 
plaint from the company, since its total tax burden is not 
thereby affected. The result of this may be excessive taxation 
by the towns at the expense of the State revenue. 

(2) An alternative adjustment would be to leave the com- 
panies subject to local taxation on real estate without deduc- 
tion, compensating them for the real estate taxes by a corres- 
pondingly lower rate of the State tax on gross earnings. This 
arrangement would avoid the objection to the first method, 
since it would leave each company with an interest in the local 
taxation of its real estate, and it would also have the ad- 
vantage of assuring to the State a revenue which would al- 
ways amount to a certain definite part of the gross revenue 
of the companies. The State's revenue would be affected 
neither by excessive local taxation of real estat^ nor, on the 
other hand, by investment of the companies in valuable real 
estate which might otherwise cut into the State's revenue 
through deduction of heavy local taxes. 

The Southern New England Telephone Company, the New 
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York Telephone Company and the American Telephone & Tele- 
graph Company are the only companies paying taxes on real 
estate in Connecticut. The Southern New England Company 
held real estate in Connecticut cities, towns, and boroughs, 
assessed in 1911 at $622,680, and paid real estate taxes during 
the year ending June 30, 1912, amounting to $10,456.31. The 
New York Company was assessed in 1912 on its real estate in 
Connecticut, $15,000 for town purposes and $19,800 for bor- 
ough purposes. Its total real estate taxes were $352.80 in 1912. 
The American Telephone & Telegraph Company held real es- 
tate in Connecticut valued at $9,514, and paid taxes on it 
amounting to $124.37. 

The real estate taxes of the Southern New England Tele- 
phone Company amounted to 0.33 per cent of its gross earnings. 
Corresponding calculations cannot be made for the New York 
Company and the American Telephone & Telegraph Company 
without first determining what shares of their gross earnings 
are to be apportioned to Connecticut. Apportioned according 
to transmitters, as is to be explained below, the ratio for the 
New York Telephone Company works out practically the same 
as for thd Southern New England; to be exact, 0.38 per cent. 
For the American Telephone & Telegraph Company, tiie real 
estate taxes paid in Connecticut are an insignificant amount, 
less than 0.02 per cent, of its gross earnings, apportioned to 
Connecticut according to wire mileage, (as is explained below). 
It appears therefore that reduction in the rate of the gross 
earnings tax by about one-third or one-fourth of 1 per cent, 
would be a fair allowance for local taxes on real estate. For 
the reasons stated, your Commission believes that such a reduc- 
tion in the rate is preferable to allowing the deduction of real 
estate taxes from the State tax on gross earnings. ^ 

Conclusions as to the Bate of the Gross Earnings Tax: — 

From all the evidence that has been presented we are warrant- 
ed in concluding that a gross earnings tax at the rate of 4 per 
cent, would impose a reasonable burden upon the telephone 
companies. The reasonableness of the 4 per cent, rate has been 
shown by comparison with various other possible bases. It has 
also been shown that the tax at such a rate would be, in most 
cases, lower than the tax burden actually borne by the cor- 
porations in question, taking account of the total taxes paid 
by them at the present time. It has been shown further that 
in fixing a definite rate an allowance of about one-third or one- 
fourth of 1 per cent, will be ample to compensate for local tax- 
ation of real estate. In view of these conclusions, it is the 
opinion of your Commission that the rate of the gross earnings 
tax should be 3% per cent., without deduction of taxes upon 
real estate, which shall continue to be subject to taxation in 
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the towns where located. A gross earnings tax at this rate 
would mean an increased revenue so far as the State of Con- 
necticut is concerned, as is shown in detail below. 



B. THE APPPOBTIONMENT OF INTEBSTATE 

EABNINOS 

The Problem of Apportionment: — In all cases where a 
State taxes the gross earnings of corporations doing business 
partly outside the State it is necessary to apportion to the 
State its share of the total earnings. It becomes necessary, 
therefore, to determine the best method for apportioning to 
the State of Connecticut her share for taxation of the gross 
earnings of those telephone companies whose business is done 
partly outside the State. There are four such companies: 
the Sharon Telephone Company, the Westerly Automatic Tele- 
phone Company, the New York Telephone Company, and the 
American Telephone & Telegraph Company. The first three 
do an exchange business. The fourth is a long distance com- 
pany. 

Various Methods of Apportionment : — To make the appor- 
tionment theoretically exact, we should assign to Connecticut 
all earnings from business done wholly within the State; we 
should assign to outside States all business done wholly with- 
out the State ; we should then assign to Connecticut her share 
of the business which crossed the State line, according to some 
equitable basis, the fairest being possibly the number of miles 
travelled by each message in question. 

While this method would, of course, result in an exact 
apportionment of the gross earnings, it is subject to the ob- 
jection that it would involve a complicated system of account- 
ing by the companies and would lead to a result which would 
be difficult to check up by the State officials concerned and 
which the public would find difficulty in understanding. Such 
difficulties should be avoided, if possible, by the adoption of 
some simple rule of apportionment, even though it be some- 
what arbitrary. 

In the case in question there are three possible methods: 

(1) We may assign to Connecticut that part of the gross 
receipts which were actually received within the State of Con- 
necticut. This is a method which was formerly followed in the 
taxation of telephone companies by this State. 

(2) The State's share of the total gross earnings may be 
apportioned according to the proportion which the .total num- 
ber of miles of wire in the State bears to the total number of 
miles of wire of the whole system. 
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(3) The apportionment may be according to the number 
of telephone transmitters (stations) in the State as compared 
with the total number in the whole system. 

The first of these methods is too arbitrary. It is largely 
a matter of accident whether a message crossing the State bor- 
der is paid for in one State or the other. The location of the 
main office of the company may lead to a disproportionate part 
of the revenue being paid in one State or another. Tuis 
method of apportionment also would be less easy to check up 
by the State officials than the other methods, which are now 
to be discussed. 

On the other hand, apportionment either according to 
wire mileage or according to transmitters avoids these disad- 
vantages. Both methods are simple, easily understood by any 
one, based upon data which are always known by the col»»- 
panies concerned, and can be readily verified by the State 
officers. The choice of either method will depend upon thi 
character of business done. For companies doing an exchan^^ 
business, the transmitter basis more nearly represents the 
actual distribution of the earning power of the company. 

It is doubtless for this reason that when Connecticut 
adopted the present system of taxing telephones, the trans- 
mitter was taken as the basis; the difference being, of course, 
that the present tax is a flat rate upon the transmitter, whereas 
the proposed system would use the number of transmitters only 
to apportion Connecticut's share of the gross earnings, upon 
which the tax would then be based at a definite rate. It is 
interesting to note that in the case of the New York Telephone 
Company the earnings actually received in Connecticut are very 
nearly the same as Connecticut's share of the gross earnings 
apportioned according to stations. 

Method of Apportionment Recommended: — The Commis- 
sion therefore recommends that for telephone companies doing 
an exchange business, whose business extends outside the 
State of Connecticut, the gross earnings apportioned to Con- 
necticut be determined according to the number of transmit- 
ters in Connecticut as compared with the total number of the 
whole system. The result of this method of apportionment on 
the companies concerned is shown below ; the figures of trans- 
mitters being as of June 30, 1912 : 

Sharon Oo. Westerly Co. New York Co. 

Total number of Stations, 311 1,122 838,974 

Stations in Connecticut, . . 190 195 2,039 
Per Cent, of Stations in 

Connecticut, 61.09% 17.38% 0.24% 

Total Gross Earnings, ...$6,287.41 $36,610.89 $38,727,459.73 
Gross Earnings Apportioned 

to Connecticut, 3,840.97 6,362.97 92,945.90 

In the case of a company doing a long distance business 
only, apportionment by transmitters is obviously out of the 
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question. Apportionment according to mileage of wires is un- 
doubtedly the best method. This should be the number of miles 
of wireSy not of line, and should include all wires owned and 
leased and actually in use during the year in question. The re- 
sult in the case of the American Telephone & Telegraph Com- 
pany, the only company concerned, is as follows : 

Total number of miles of wire, 475,924 

Miles of wire in Connectient, 32,164 

Percentage of mileage in Connectient, 6.75% 

Total QroBS Earnings, $10,788,187.00 

Qross E2aming8 apportioned to Connectient, .... 728,202.62 



0. THE QUESTION OF OONSTITUTIONALITT 

As has been shown in Chapter I, there is absolutely no 
question of the right of a State to impose a tax upon corpor- 
ations measured by their gross earnings, even though part of 
these earnings be derived from interstate commerce, provided 
the tax in question is an exclusive tax in lieu of all other taxes 
and is so devised as to be a fair commutation of a tax upon 
the property of the corporations. Since, however, the Com- 
mission has recommended a tax on gross receipts in addition 
to the local taxes on real estate, we must ask whether this ar- 
rangement will cast any doubt upon the constitutionality of 
the gross earnings tax. 

It has been made clear that the rate recommended for the 
gross earnings tax was chosen expressly in order to make the 
sum of the two taxes a fair commutation of the property tax 
upon the entire property of the corporations. Such an arrange- 
ment would entirely satisfy the spirit of the decisions of the 
Supreme Court on this question. The specific question, how- 
ever, seems never to have been passed upon. 

From the wording of the opinion in Galveston, Harris- 
burg, and San Antonio Railway Company vs. Texas — ^210 U. S. 
217 — ^it would appear, however, that such an arrangement is 
within the power of a State. In reviewing the opinion in Maine 
vs. Grand Trunk Railway Company the Court said as follows: 

"This seems at first sight like a reaction from Phila. and 
So. Mail Steamship Co. case. Bnt it may not have been. The 
estimated gross receipts per mile may be said to have been made 
a measure of the valne of the property per mile. That the effort 
of the State was to reach that value, and not to fasten on the 
receipts from transportation as such, was shown by the fact 
that the scheme of the statute was to establish a system. The 
buildings of the railroad and its lands and fixtures outside of 
its right of way were to be taxed locally, as other property was 
taxed, and this excise with the local tax were to be in lieu of 
all taxes. The language shows that the local tax was not ex- 
pected to include the additional value gained by the property 
being part of a going concern. That idea came in later. Hie 
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excise was aiL attempt to reach that additional valae. The two 
taxes together fairly may be called a commutation tax.' 



»f 



These words seem to imply clearly that a combination of 
a tax on gross receipts with a tax on certain of the property 
of the corporation is legal provided the two taxes together are 
intended to form a system taxing the total property of the cor- 
poration. It is, of course, true that this opinion was not ex- 
pressed with regard to the case before the Court, but is merely 
a review of an earlier decision in another case. Even so, how- 
ever, it can apparently be taken as the opinion of the Court 
on this point. 

In the particular matter before the Court in the Texas 
case the law in question was declared void on the ground that 
it was not an exclusive tax, but was in addition to another 
tax upon the property of the companies. This appears at first 
to be a contradiction to the interpretation just expressed of the 
Grand Trunk case. The exact wording used, however, shows 
that there is no such contradiction. The Texas property tax 
was apparently a tax on the total property of the corporation. 
It appears (to use the words of the Court) **that another tax 
on the property of the railroad is upon a valuation of that 
property taken as a going concern." The gross receipts tax 
was also upon the company as a going concern. For this rea- 
son the Court held that the gross receipts tax was a direct bur- 
den upon interstate commerce. 

The distinction between the two cases appears to turn on 
the fact that the tax upon the property of the Maine railroads 
was only upon a portion of their property, and that the gross 
receipts tax was intended to reach the rest of the value of the 
whole property of the railroads, whereas in the Texas case 
there were two taxes, both reaching the whole railroad as a 
going concern. 

It is the opinion of your Commission, in the absence of 
any more definite ruling on this point, that a tax based upon 
gross receipts will be valid even though accompanied by an- 
other tax upon a part of the property of the corporations, pro- 
vided the two taxes together compose a system placing a fair 
burden upon the total property of the corporations in lieu of 
all other taxes. If this judgment is correct, it will then be poss- 
ible for the State to impose a tax upon the telephone corpora- 
tions based upon gross earnings, whUe at the same time leaving 
the real estate owned by said corporations subject to local 
taxation, provided proper allowance is made for these local 
taxes by a corresponding reduction in the tax on gross earn- 
ings. 

The above opinion has been submitted to the Attorney 
General of the State, who has given the Commission a verbal 
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opinion to the eflEect that the plan recommended is constitu- 
tional. The same opinion has been expressed by other author^ 
ities to whom the plan has been submitted. 



VI. TAXATION OF TELEPHONE COMPANIES IN 

OTHER STATES 

Some light on the problem of taxation of telephone com- 
panies may be obtained from the experience of other States. 
The value of such comparison, however, is decidedly limited by 
the great diversity of methods employed and the almost com- 
plete lack of uniformity in the systems of the several States. 
In Appendix 11 of this Report will be found an abstract of 
the methods employed in the taxation of telephone companies 
by each of the States in the United States. In the present 
chapter we shall attempt to give only a very brief summary 
of the principal methods employed by other States. 

Apart from the old-fashioned tax on the property of the 
telephone companies, which still prevails in many of the States, 
the most common method of taxation is the gross earnings tax. 
Eighteen States make use of the tax on gross receipts to a 
greater or less extent. In four States it is the only tax im- 
posed upon the operative property of telephone companies. 
These States, with the rates imposed are as follows : 

California, 3 V^% ; Maine, ll^ to 6%, according to the 
amount of the earnings (from business wholly within the State), 
Minnesota, 3% ; Wisconsin, 2V2 to 5%, according to the amount 
of the earnings. Except in Maine, the tax is upon earnings 
from State business and a proportionate share of interstate 
earnings. 

Four other States use the gross earnings tax (limited to 
business wholly within the State), as the principal tax, al- 
though accompanied by other forms of taxation. Rhode Island 
taxes gross earnings at the rate of 2%, in addition to local 
taxes on real estate. The District of Columbia imposes a gross 
earnings tax of 4%, together with a District ad valorem tax on 
realty. Maryland imposes a 2% gross earnings tax, a tax on 
capital stock and a tax on real estate. New Jersey taxes gross 
earnings, at 2%, but allows also local ad valorem taxes on 
tangible property. 

Nine States accompany the gross earnings tax with an ad 
valorem tax on all or part of the property of the companies. 
Vermont allows telephone companies to choose either a gross 
earnings tax (on earnings collected within the State), at the 
rate of 3 per cent., or a tax of 40 cents on each transmitter 
and 30 cents on each mile of wire. 

Only two other States use methods similar to that of Con- 
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necticut; i. e., select some arbitrary basis for the imposition 
of the tax. Delaware uses a combination of the tax on trans- 
mitters and the wire mileage tax. The second State is Ver- 
mont, as described above. 

Besides these methods the three principal systems in force 
in other States are: (1) taxes based on the value of the stocks 
and bonds, (2) ad valorem taxes on the property of the com- 
panies, and (3) license taxes, privilege taxes and various other 
special taxes. 



VII. CONCLUSIONS AND RECOMMENDATIONS 

Recommendations: — The Commission accordingly recom- 
mends the adoption of a State tax upon all . telephone 
companies doing business in the State of Connecticut, the 
amount of the tax to be measured by the gross earnings, ap- 
portioning to Connecticut her share of the gross earnings of 
companies doing business partly within and partly outside the 
State according to the number of transmitters in the case of 
companies doing an exchange business, and according to wire 
mileage in the case of companies doing a long distance business 
only. It is recommended that the rate be 3% per cent. We 
further recommend that this tax be in lieu of all other taxes 
upon the companies in question or upon their property except- 
ing real estate and property not used exclusively in the tele- 
phone business. We recommend that real estate be subject to 
taxation in the towns where it is located, as at present, and that 
no deduction be made from the gross earnings tax on account 
of taxes on real estate. We recommend that the shares of 
stock of such companies be exempt from taxation in the hands 
of the holders, and that the bonds of such companies holding 
their charters from the State of Connecticut be likewise exempt 
in the hands of the holders. 

Probable Result of the Proposed Tax: — The result upon 
the various telephone companies and upon the revenue of the 
State from the adoption of the gross earnings tax is shown 
in the table on page 109, which gives the State tax paid in 1912 
by each of the companies and the amount of the tax which 
would have been paid to the State under the gross earnings 
tax at the rate of 3% per cent. 

The gross earnings of the American Telephone & Telegraph 
Company are apportioned according to miles of wire, whereas 
the earnings of the New York Telephone Company, the Wester- 
ly Automatic Telephone Company and the Sharon Company 
are apportioned according to the number of transmitters. 

The Huntington Telephone Company is at present closely 
associated with the Southern New England Telephone Com- 
pany, its taxes being paid by the latter company, which also 
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includes within the number of its own transmitters the trans- 
mitters belonging to the Huntington Company. Under the gross 
receipts tax the Huntington Company would therefore appear 
as paying the tax on gross receipts, unless the Southern New 
England Telephone Company should care to assume its taxes; 
in which case the gross earnings of the Southern New Eng- 
land Telephone Company and its tax would be correspondingly 
increased. 

Reports have not been obtained from the Stamford Dis- 
trict Messenger and Telephone Company. The business of 
this company is so small that the omission does not appreciably 
affect the result. 

From this table it appears that under the 3% per cent, rate 
the revenue of the State would be increased by $27,405.41, the 
decrease in the case of the small companies being insignificant 
when compared with the increase in the case of the American 
Telephone & Telegraph Company, the Southern New England 
Telephone Company, and the New York Tele^one Company. 
This estimate is based on the figures of 1912. The future rev- 
enue of the State would steadily increase in proportion to the 
growth of the business of the companies. 
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CHAPTER VI 
TBLBGEAPH COMPANIES 

OENERAL SXTMMARY OF CHAPTEB 

I. The Present Method of Taxation in Connecticut : — Tele- 
graph companies are at present taxed by the State 25 cents 
on each mile of wire in the State. 

II. Historical Development of the Law: — The first law 
imposing a special State tax on telegraph companies was en- 
acted in 1862. It was a tax of % of 1 per cent, upon all prop- 
erty owned by the companies in the State. In 1864 the method 
was changed to a tax of 1 cent on each message sent from 
an office in the State. This system lasted only a year, being 
replaced in 1865 by a tax of 2 per cent, on gross receipts with- 
in the State. In 1889, the present mileage tax at the rate of 
25 cents per mile was adopted. 

III. Operation of the Present Tax System: — Two tele- 
graph companies are subject to the present tax, the Western 
Union Telegraph Co. and the Postal Telegraph Co. They 
paid in 1912, $5,061.19 and $1,451.00 respectively, making the 
total State revenue $6,512.19. 

IV. Criticism of the Present Tax System: — The present 
tax has the advantages of simplicity, certainty, and ease of ad- 
ministration. It is defective in being arbitrary and not closely 
related to the tax-paying ability of the corporations. Under 
it, the telegraph companies are escaping with a very light tax 
and the State is receiving only a small fraction of the revenue 
it would be justified in demanding. 

V. The Gross Earnings Tax: — The tax on gross earnings 
is recommended as possessing the advantages of certainty and 
ease of administration, while being better adapted to the tax- 
paying ability of the companies under all conditions. The rate 
should be 3 per cent., which would impose a tax fairly equiva- 
lent to the burden of the property tax on wealth in general. 
This rate would give the State the revenue to which it is fairly 
entitled. Connecticut's share of the earnings of companies 
doing business partly outside the State should be properly ap- 
portioned to the State. 

VI. Taxation of Telegraph Companies in Other States :— 
A brief summary of the tax systems of other States appears 
in this chapter. A detailed abstract for each State will be 
found in Appendix II. 

VII. Becommendations : — The Commission recommends a 
tax on telegraph companies measured by their gross operating 
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earnings, the State 's share of the earnings of companies doing 
business partly outside the State to be apportioned according 
to the number of miles of wire within and without the State. 
Thejrate recommended is 3 per cent. The gross earijings tax 
is to be in lieii of all other taxes upon the companies or their 
property used exclusively, in the business. The shares of stock 
of all companies thus taxed, and the bonds of Connecticut com- 
panies, are to be exempt from taxation in the hands of the 
holders. 

The gross earnings tax as re\;ommended would increase 
the revenue of the State from taxes on telegraph companies by 
about $11,000. 



I. THE PRESENT METHOD OF TAXATION IN 

CONNECTICUT 

Connecticut taxes telegraph companies upon their wire 
mileage, imposing a tax of 25 cents upon each mile of wire in 
the State, including the length of all wires strung or used 
in cables or any other combination. Each company must re- 
port the total length of its wires annually to the Tax 
Commissioner, these reports being examined and corrected, if 
necessary, by the State Board of Equalization. This tax is in 
lieu of all other taxes on the personal property of the companies 
used exclusively in the telegraph business, but their real estate 
is subject to taxation in the town where it is located. The 
shares of stock of the companies are exempt from taxation in 
the hands of the owners. Their bonds are taxable as personal 
property of the owners. (Gen. Stat., Sec. 2436, 2437, 2440, 
2441 ; Acts 1907, ch. 204.) 

The tax is imposed upon all corporations, associations, or 
partnerships doing a telegraph business in the State. It must 
be paid within the first 20 days of October each year. It is 
based upon the total mileage of wires "owned, leased, controlled, 
or operated" by the company within the State on the preceding 
July first. 

The appropriate officer of each company must deliver to 
the Tax Commissioner annually, within the first 10 days 
of October, a sworn statement of the number of miles of wire 
as above. For failure to make the required report within the 
time limited the oflftcer is subject to a fine of $500. For failure 
to pay the required tax the company shall forfeit twice the 
amount of the payment due. 

The Board of Equalization is required to meet each year 
on the first secular day after the expiration of the time for 
making reports by telegraph companies, to examine and correct 
such returns and to hear any party making such returns. If 
any such returns are not made, or are erroneously made, the 
Board is required to make up the return on the best information 
it can obtain. This return is reported to the company con- 
cerned. It is final, and the taxes are to be paid on it. 
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n. mSTOBICAL DEVELOPMENT OF THE LAW 

A special State tax was first imposed on telegraph com- 
panies in 1862. It was a tax of % of 1 per cent, upon the value 
of all property owned by the companies and located in the 
State. (Acts 1862, eh. 55.) 

The law applied to all telegraph companies incorporated 
by or doing business in the State. The companies were required 
to make annuaUy within the first ten days of October a sworn 
statement of the amount and value of their property in the State 
as on October 1. The tax was payable on or before October 20. 
The tax was in lieu of all other taxes upon such property. 

In 1864 the method was changed to a tax of one cent on 
each message sent during the past year from an office in the 
State, for which the company was entitled to receive compens- 
ation. This tax was in lieu of all other taxes upon the com- 
panies' property. (Acts 1864, ch. 74.) 

The companies were required to report, by a sworn state- 
ment, annually within the first 10 days of December, the num- 
ber of messages as above, sent during the year ending Novem- 
ber 30 last. The tax must be paid on or before December 20. 
For failure to make the required report a penalty of $500 was 
imposed, and for failure to pay the tax, a penalty of twice the 
amount of the payment due. The State Board of Equalization 
was required to examine and correct the statements made and, 
if necessary, make out the required statement themselves from 
the best knowledge they could obtain, this statement to be 
flnaL 

This method of taxation remained in force only one year, 
being superseded in 1865 by a definite gross receipts tax, 
amounting to 2 per cent, annually on all receipts for telegraph 
messages paid to the company within the State. This tax was 
in lieu of all other taxes on the property of the company used 
exclusively in the telegraph business. (Acts 1865, ch. 116.) 

This law applied to all companies doing a telegraphic busi- 
ness in the State. They were required to report, by a sworn 
statement, annually within the first 10 days of October, the 
amount of gross receipts as above during Jthe year ending Sep- 
tember 30 last. The tax must be paid within the first 20 days 
of October. The penalties for failure to make the required re- 
port, or to pay the tax, remained as before. The work of the 
Board of Equalization in the matter also remained unchanged. 
(See above in abstract of Acts 1864, ch. 74.) 

This law remained in force without substantial change un- 
til 1876. An act of this year changed the dates of making the 
reports and paying the taxes from October to January. (Acts 
1876, ch. 60.) This act was repealed, however, the next year, 
putting the dates back to October. (Acts 1877, ch. 109.) 

The next change in the law was made in 1882, when an 
amendment was passed allowing the State Treasurer, in case 
any company failed to make the report required by law, to ac- 
cept $10,000 from it in lieu of the taxes due. (Acts 1882, ch. 83.) 

A change was made in the law in 1884, when the gross re- 
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ceipts subject to taxation were defined so as to include, in 

addition to the receipts for messages, also the receipts **for 

the use of telegraphic instruments and wires." (Acts 

1884, ch. 72.) 

The same statute changed the period for which reports w^e 
to be made, and taxes computed, to the year ending June 30 
last. For 1884, the year was from October 1, 1883 to June 30, 
1884. (Acts 1884, ch. 72.) 

The first radical change in the system, since 1865, was made 
in 1889. The gross receipts tax was now /feibandoned, and in 
its place a tax on mileage with the rate of 25 cents per mile 
was introduced, which has remained in force, without import- 
ant change, to the present time. (Acts 1889, ch. 178.) 

At this time also (1889) the provision of the law adopted 
in 1882, authorizing the State Treasurer to accept $10,000 in 
lieu of the tax from a company which failed to make the re- 
quired report was repealed. (Acts 1889, ch. 178.) 



m. OPERATION OF THE PBESENT TAX SYSTEM 

The Companies Subject to the Tax, and the Revenue in 
1912 : — ^There are at present only two telegraph companies sub- 
ject to taxation by the State of Connecticut. The Western 
Union Telegraph Company paid in 1912 the State tax upon 
20,244.76 miles of wire, at 25 cents, making a tax of $5,061.19. 
The Postal Telegraph Cable Company was taxed on 5,804 miles 
of wire at 25 cents, making a tax of $1,451.00. The total rev- 
enue to the State in 1912 was $6,512.19. 

The State Revenue in Past Years : — ^A statement showing 
the receipts of the State from taxes on telegraph companies, 
from the introduction of the first law in 1862 down to 1912, 
is given in Appendix I. 



IV. CRITIOISM OF THE PRESENT TAX SYSTEM 

The Case Similar to that of Telephone Companies: — The 

general principles involved in the taxation of telegraph com- 
panies are very much the same as for telephone comjpanies, 
and the Connecticut method of taxing telegraph companies 
is subject to practically the same criticism as has already been 
discussed in connection with the present taxation of telephone 
companies. (See Chapter V). It is, therefore, unnecessary 
here to say more than a few words in criticism of 
the Connecticut method of taxing telegraph companies. The 
tax of 25 cents per mile of wire has about the same advantages 
and disadvantages as the transmitter tax upon telephone com- 
panies. It has the advantage of certainty, simplicity, and ease 
of administration, while possessing the disadvantage of being 
9 
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decidedly arbitrary and not closely related to the tax-paying 
ability of the companies. It is, of course, possible at any par- 
iicular time to determine a rate upon wire mileage which 
would result in a fairly equitable tax. Changed conditions, 
however, would sooner or later be almost sure to disturb this 
adjustment, unless the rate itself were being continually 
changed, a procedure which is highly undesirable. 

The Present Tax Insufficient: — ^For present conditions the 
25 cent rate is certainly too low. Under it the telegraph com- 
panies have been escaping with a very low tax as compared 
with their tax-paying ability judged by any proper basis. That 
the State of Connecticut has been receiving a very small tax 
from the telegraph companies wiU be shown below in the dis- 
cussion of the gross receipts tax. For the present it is shown 
that the tax of 25 cents a mile of wire is a relatively light 
burden of taxation by means of the following figures for the 
whole systems of the Western Union Telegraph Company and 
the Postal Telegraph Cable Company (of Connecticut). The 
figures are as of June 30, 1912. 

Western Union Postsl Telegraph 
Telejrraph Oo. Cable Go. 

Total wire and conductor mileage . . l,632,lol.38 26,988.00 

Tax of 25c per mile on above mileage $ 383>040.35 $ 6 J47.00 

Tax of 1% on net book value 1,470,082.21 46,053.61 

Tax of 1% on net plant value 1,352,360.83 40,269.54 

Tax of 1% on value of stock and 

bonds 1,145,093.06 

The tax of 1 per cent, on the value of stock and bonds has 
not been calculated for the Postal Company, for reasons which 
are explained below. (See note.) For the same reasons 
the other figures given for this company are reliable only for 
the most general conclusions. 

These figures show what would be the amount of a tax 
of 25 cents a mile if imposed upon the total wire mileage of 
each company, as compared with a tax of 1 per cent, upon the 
net assets of the company, upon the net plant value, and upon 
the value of the stock and bonds, respectively. It is clear tiiat 
for the Western Union a tax of 25 cents per mile of wire would 
amount to only one-third or less, of the tax on any of the other 
bases, whereas for the Postal such a tax would amount to only 
about one-sixth of the tax on either of the other bases. 

The total State and local taxes paid by the Western Union 
Company during the year ending June 30, 1912, amounted to 
$965,207.82, or nearly three times as much as the tax would 
have been if based everywhere upon wire mileage at the rate 
of 25 cents a mile. From these figures it will be clear that 
Connecticut is getting less than her share of taxes from the 
telegraph companies. 
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V. THE GROSS EARNINGS TAX 

Introductory: — As in the case of the telephone companies, 
the problem before your Commission is to discover a basis for 
taxing telegraph companies which will relate the tax more 
closely to the tax-paying ability of the companies while retain- 
ing so far as possible the certainty and administrative advan- 
tages of the present system. This end will be accomplished, 
in the opinion of the Commission, by the gross earnings^ tax. 
The general features of the gross earnings tax have already 
been fully discussed. (See Chapter I). In what follows 
will be shown the particular bearing of the gross earnings 
tax upon telegraph companies. Here also the situation 
is very similar to that of the telephone companies, which has 
already been discussed. (See Chapter V). Only a brief dis- 
cussion will, therefore, be necessary at this point. 



A. THE RATE OF THE GROSS EARNINGS TAX 

The Problem — Statistics of the Companies Subject to 
Taxation : — As in the case of telephone companies, it is assumed 
that under the property tax wealth in general bears a tax 
burden equal to about 1 per cent, of its true market value. 
The problem, therefore, is to determine what rate of tax upon 
the gross earnings of telegraph companies will produce a bur- 
den practically equivalent. With this end in view the statistics 
on the next page are presented relating to the Western Union 
Telegraph Company and the Postal Telegraph Cable Company. 

EXPLANATORY NOTES ON STATISTICS OF TELEGRAPH 

COMPANIES 

trhe statistics which are here presented relating to tele- 
graph companies are similar in character to those which have 
already been given for telephone companies in Chapter V. In 
general, the notes explaining the statistics of telephone com- 
panies will apply equally to the figures here given for telegraph 
companies. The reader is accordingly referred to the explan- 
atory notes in Chapter V. The following explanations relate 
in particular to the statistics for telegraph companies. 

(1) The figures relating to the Western Union Telegraph 
Company have been obtained from published reports of the com- 
pany and from correspondence with its officers. The Tax At- 
torney of the Western Union Telegraph Company has been most 
courteous in furnishing to the Commission all the information 
which it has requested. 

(2) In spite of repeated requests made by mail and in per- 
son, the Commission has been unable to obtain anything more 
than the most fragmentary information from the Postal Tele- 
graph Cable Company. The figures here presented for that 
company are based in the main upon the company's report to the 
Public Utilities Commission of the State of Connecticut. On 
account of the peculiar organization of the Postal Telegraph 
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Company these figures are of somewhat questionable value. The 
Postal Telegraph Company with which we are concerned is a 
Connecticut company, it being the policy of the Mackay Com- 
panies to incorporate operating companies in many of the States 
in which they operate. The accounts kept between the Mackay 
Companies and their various subsidiary companies are of such 
a character that trustworthy conclusions are scarcely to be 
drawn from the accounts of a single subsidiary. With this 
qualifying statement the figures for the Postal Telegraph Com- 
pany are hereby presented for what they are worth. 

(3) The capital stock of the Western Union Telegraph 
Company includes the stock of certain subsidiary companies. 

(4) The figures given for the book value of the Postal Tele- 
graph Cable Company were obtained by adding the following 
items: 

Capital stock $ 30.000.00 

Bills and notes payable 4,506,130.71 

Profit and loss 69,230.07 

Total $4,605,360.78 

(5) The figures given for the net book value and the net 
plant value of the Western Union Telegraph Company are un- 
doubtedly somewhat excessive, although they are derived from 
the published reports of the company. This is due to the fact 
that since the adoption of their present accounting system, near- 
ly fifty years ago, nothing has been written off for depreciation 
of plant and equipment 

Comparison with Taxes Measured by Certain Other 
Bases: — ^Based upon the facts given above the following table 
has been constructed showing what would be the amount of 
a tax of 1 per cent, imposed upon (1) the market value of the 
investment, (2) the net value of the assets (at book value), 
and (3) the net value of the plant. The table also shows the 
equivalent percentages of gross earnings ; that is, the rates of 
the tax upon gross earnings which would place the same bur- 
den upon the company. This calculation has been made for 
the Western Union Company only. The character of the ac- 
counts of the Postal Company (as already explained) render 
valueless any similar calculations from its balance sheet. 

WESTERN UNION TELGRAPH COMPANY 

Per Cent, 
of Gross 
Amount of Tax. Earnings. 

Tax of 1% on Market Value of 

Investment $1,145,093.06 2.81% 

Tax of 1% on Net Book Value 1,470,082.21 3.62% 

Tax of 1% on Net Plant Value 1,352,360.83 3.32% 

From the above figures it appears that if the Western 
Union Telegraph Company were to be taxed on gross earnings 
by a rate which would result in a burden equal to 1 per cent, 
on the market value of the investment, the rate should be 2.81 
per cent. If the net value of the assets is taken as the basis, the 
rate should be 3.62 per cent., whereas a rate of 3.32 per cent. 
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would give a tax equivalent to a tax of 1 per cent, on the net 
plant value. In connection with the two last figures it must 
be remembered (as already pointed out) that the figures re- 
ported by the Company for book value and plant value are in 
excess of the actual values. 

^ Oomparison with a Tax on Capitalized Net Earnings:—- 

As explained in Chapter I, the most accurate method of de- 
termining the proper rate of the tax on gross earnings consists 
in finding the rate which would be equivalent to imposing a 
tax equal to 1 per cent, upon the capitalized value of the net 
earnings of the companies in question, using as the rate of 
capitalization the rate of yield actually obtained by invest- 
ment in the companies' stock at present market values and 
present dividend bases. This is essentially the method used 
by the California Tax Commission of 1906. 

The explanation of this formula need not be repeated at 
this point. It is explained in full in Chapter I, and has also 
been applied to telephone companies in the preceding chapter. 
(Chapter V). In brief, the rate is to be found by dividing 
the prevailing ratio of net earnings to gross by a fair rate of 
capitalization. 

In applying this test, the prevailing ratio of net earnings 
to gross among telegraph companies and, in particular, for the 
two companies subject to taxation by the State of Connecticut 
must first be found. From the statistical tables just given, the 
ratio of net earnings to gross in 1912 is found to be 20.58 per 
cent, for the Western Union Telegraph Company and 26.11 per 
cent, for the Postal Telegraph Cable Company. From publi- 
cations of the United States Census Bureau the corresponding 
ratio for all of the commercial telegraph systems of the United 
States taken' together may be determined. The following 
figures are taken from Bulletin Number 102 of the United 
States Census, published in 1909. The facts given represent 
the totals for all commercial telegraph systems of the United 
States for the two years, 1902 and 1907. 

ALL COMMERCIAL TELEGRAPH SYSTEMS OF THE 

UNITED STATES 

1902 1907 

Gross Earnings from Telegraph 

Traffic $35,300,569.00 $45,255,187.00 

Operating Expenses 26,592,411.00 36,579,084.00 

Net Operating Earnings 8,708,158.00 8,676,103.00 

Ratio of Net to Gross Earnings . . 24.67% 19.17% 

It is evident that the ratio of net earnings to gross is very 
nearly the same for the Western Union Company and the 
Postal Company, and that the ratios for these companies agree 
closely with those found for all of the telegraph systems of 
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the country taken together. If 20 per cent, is taken as the pre- 
vailing ratio of net earnings to gross, the conclusion will be 
thoroughly justified by the facts in the case. 

The proper rate of capitalization must next be determined. 
The average market value of the stock of the Western Union 
Telegraph Company in 1912 was 79. Paying dividends at the 
rate of 3 per cent., this means a yield on the investment of 
3.8 per cent. It is impossible to make the same calculation 
for the Postal Telegraph Company (of Connecticut). For the 
whole system of the Mackay Companies the corresponding 
facts are as follows: (1) for the common stock: average mar- 
ket value in 1912, 84 ; dividend basis, 5 per cent. ; rate of yield 
on investment, 5.95 per cent.; (2) for the preferred stock: 
average market value in 1912, 68 ; dividend basis, 4 per cent. ; 
rate of yield, 5.88 per cent. 

There is a considerable variation between the yield of less 
than 4 per cent, in Western Union stock and that of nearly 6 
per cent, in the Mackay Companies. Calling the average 5 
per cent., and adding 1 per cent, to allow for taxes, would 
give 6 per cent, as the rate of capitalization. The California 
Tax Commission of 1906 adopted 5.5 per cent. 

In view of these facts, 6 per cent, would appear to be a 
fair rate for capitalizing earnings of telegraph companies. 
Combining the ratio of net earnings to gross of 20 per cent, 
with the rate of capitalization of 6 per cent, gives 3,33 per 
cent, as the proper rate of the gross earnings tax as indicated 
by this method. The California Tax Commission arrived at 
3.6 per cent, as the result of its investigation under this method. 
If, in order to be still more liberal, 6.5 per cent, should be 
chosen as the rate of capitalization, the result would be a rate 
of 3.1 per cent, for the gross earnings tax. 

Summary of Evidence as to Bate: — The foregoing dis- 
cussion would seem to indicate that a gross earnings tax at a 
rate of 3 per cent, would impose a reasonable burden of tax- 
ation upon the telegraph companies doing business in Connecti- 
cut. It is obvious, of course, that no mathematically exact re- 
sult is obtainable. However, the various tests which have 
been applied agree reasonably with each other and would, in 
most cases, indicate a rate somewhat higher than 3 per cent. 
The conclusion that a rate of 3 per cent, upon gross earnings 
would not impose an unreasonable burden upon the corpora- 
tions involved is, therefore, warranted. 

Batio of Taxes Now Paid to Oross Earnings: — The total 
State and local taxes paid by the Western Union Telegraph 
Company for the year ending June 30, 1912 amounted to 
$965,207.82, which was 2.37 per cent, of its gross earnings. The 
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taxes paid by the Postal Telegraph Cable Company during the 
same year were $2,8B2.12, as reported to the Connecticut Public 
Utilities Commission. This was 1.26 per cent, of the gross 
earnings. The taxes paid by all of the telegraph companies 
of the United States in 1902 and 1907, with the corresponding 
ratios to gross earnings, are shown in the following table, 
which is taken from Bulletin Number 102 of the United States 
Census, published in 1909. 

ALL COMMERCIAL TELEGRAPH SYSTEMS OF THE 

UNITED STATES 

1902 1907 

Gross Operating Earnings $36,300,669.00 $46,266,187.00 

Taxes 688,726.00 783,686.00 

Ratio of Taxes to Gross Earnings 1.67% 1.73% 

The gross earnings tax at the rate of 3 per cent, would, 
therefore, mean a heavier tax than has generally been borne 
by the telegraph companies of the United States. This is justi- 
fied, however, by the fact that as at present taxed in most of 
the States, telegraph companies are escaping with a light bur- 
den of taxation as compared with other forms of wealth. The 
principal reason for this is that tangible property of such 
companies, so far as it is ascertained by the assessors, is a 
very poor index of the taxation which the companies should 
be called upon to bear. 

Conclusion as to the Bate of the Gross Earnings Tax:— 

Prom all the evidence that has been presented your Commission 
is of the opinioil that the rate of the gross earnings tax upon 
telegraph companies should be 3 per cent. It is true that this 
will mean a heavier burden of taxation than is at present borne 
by the telegraph companies of the country, and that it will 
considerably increase the taxes paid to the State of Connecticut 
by the two telegraph companies operating in this State. As 
has already been stated, telegraph companies throughout the 
United States have heretofore been escaping with a light bur- 
den of taxation as compared with other forms of wealth. It 
has also been shown in particular that under the present system 
Connecticut has obtained far less than her just share of rev- 
enue from the telegraph companies operating within her bor- 
ders. (See above in this Chapter). Some increase, therefore, 
is clearly justified. That the rate of 3 per cent, is a reasonable 
one has been shown by comparison witii various other possible 
bases. 

The 3 per cent, gross earnings tax should be in lieu of 
air other taxes upon the companies. The telegraph companies 
do not at present own real estate in Connecticut. They accord- 
ingly, are not subject to local taxation at the present time, 
and would not be subject to local taxation under the gross 
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earnings tax as recommended. There is no necessity, therefore, 
as in the case of the telephone companies, for making allowance 
for local taxation on real estate. 



B. THE APPORTIONMENT OF INTERSTATE 

EARNINGS 

Since the telegraph companies subject to taxation by Con- 
necticut are engaged in business also outside the State, the 
imposition of the tax upon gross earnings requires the apport- 
ionment to the State of Connecticut of its share of the total 
gross earnings of the companies. Here again the principles 
are the same as have already been discussed under telephone 
companies (see Chapter V), with the difference that, in the 
case of telegraph companies, practically only two methods of 
apportionment are available : (1.) to assign to the State of Con- 
necticut that part of the gross receipts actually received with- 
in the State, (2) to apportion Connecticut's share of the gross 
earnings according to the number of miles of wire in the State 
as compared with the total wire mileage. 

The first of these alternative methods is rejected for the 
same reasons as applied in the case of telephone companies; 
namely, that it is arbitrary, more or less accidental, and sub- 
ject to some administrative difficulties. There remains then 
the basis of wire mileage, which is on all grounds the bes^* 
method of apportionment for telegraph companies. This 
method is something easily understood by any one, and is based 
upon facts which are well-known by the companies concerned 
and capable of easy verification by the State officers. 

Your Commission, therefore, recommends that for tele- 
graph companies doing business partly within and partly 
without the State the gross earnings apportioned to Connecti- 
cut be determined according to the number of miles of wire 
owned or leased and actually in use during the past year; 
that is, the State's share of the gross earnings for purposes 
of taxation shall bear the same ratio to the total gross earn- 
ings of the company as the ratio of the number of miles of 
wire operated within the State to the total wire mileage oper- 
ated by the company. The result of this method of apportion- 
ment is shown by the following figures for June 30, 1912. 

Western Union Postal Telegraph 
Telegraph Go. Cable Co. 

Total Wire and conductor mileage . . 1,532,161.38 26,988.00 

Wire and conductor mileage in 

Connecticut 20,244.76 6,170.00 

Percentage of mileage in Connecticut 1.32% 22.86% 

Total Gross Earnings $40,684,420.64 $229,052.05 

Gross Earnings apportioned to 

Connecticut 637,084.35 52,361.30 
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VI.— TAXATION OF TELEGSAPH OOMPAMIES IN 

OTHER STATES 

Telegraph companies are taxed in very different ways by 
the various States, most of which combine one or more methods 
of taxation. The gross earnings tax, taxes upon the value of 
stocks and bonds, and ad valorem taxes are all in common use. 
The following is a brief summary of the principal methods 
used. A more detailed description of the method of each State 
will be found in Appendix II. 

Fourteen States impose taxes upon the gross earnings of 
telegraph companies. In only one of these, California, is it 
the sole tax; there it is at the rate of 3^ per cent, upon 
earnings within the State and a share of interstate earnings. 

Four States have this as the principal tax, although used 
in connection with other methods of taxation. Maine taxes 
gross earnings 1^/4 to 6 per cent, according to the amount of 
earnings. New Jersey also combines an ad valorem tax upon 
tangible property with a gross earnings tax, the latter being 
at the rate of 2 per cent. In Rhode Island, telegraph companies 
pay 2 per cent, upon gross earnings and are taxed upon real 
estate under the general property tax. Texas has a gross earn- 
ings tax of 2% per cent., license taxes, and local taxes upon 
property. New Jersey's tax is upon earnings within the State 
and a share of interstate earnings. The other States tax State 
earnings only. 

Eight other States have the gross earnings tax together 
with ad valorem taxes upon all or part of the property of 
the companies. 

Vermont allows a 3 per cent, tax upon gross earnings 
(collected within the State) as an alternative to special license 
taxes upon wire mileage. 

Besides the gross earnings tax, the principal method of 
taxing telegraph companies is by means of ad valorem taxes 
on their property. Sixteen States tax all the property of the 
companies and impose no other taxes. Fourteen States use 
the ad valorem tax as the principal tax combined with other 
methods, and eleven other States make use of property taxes 
though using some other tax as the principal one. 

In eight States the principal tax on telegraph companies 
is based on the valuation of stock and bonds or stock only, 
though in all cases combined with some other form of taxation. 

Only two States base their system of taxing telegraph 
companies on an arbitrary basis as in the Connecticut system. 
Delaware has a tax on wire mileage at tates of 60 cents, 30 
cents, and 20 cents, upon the longest wire, the second longest 
wire, and other wires, respectively. Vermont allows the com- 
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panies to choose between a gross earnings tax of 3 per cent, 
(on earnings collected within the State) and a license tax of 
60 cents per mile' for the first wire and/ 40 cents for each ad- 
ditional wire. A number of other States use special, privilege, 
and license taxes as supplementary to other taxes which are 
the main bases of their systems. 



Vn. CONCLUSIONS AND RECOMMENDATIONS 

Becomm^ndatioiis : — ^The Commission accordingly recom- 
mends the adoption of a State tax upon all telegraph com- 
panies doing business in the State of Connecticut, the amount 
of the tax to be measured by the gross earnings, apportioning 
to Connecticut her share of the earnings of companies doing 
business partly within and partly without the State according 
to the ratio which the total mileage of wires and conductors 
operated in Connecticut (whether owned or leased) bears to 
the total wire and conductor mileage operated, whether owned 
or leased. It is recommended that the rate be 3 per cent. 
It is further recommended that this tax be in lieu of all other 
taxes upon the companies in question, or upon their property 
used exclusively in the telegraph business. The Commission 
also recommends that the shares of stock of such companies be 
exempt in the hands of holders, and that the bonds of such 
companies holding their charters from the State of Connecticut 
be likewise exempt in the hands of the holders. 

Probable Results of the Proposed Tax: — The result upon 
the two telegraph companies concerned and upon the revenue 
of the State from the adoption of the gross earnings tax is 
shown in the following table which gives the State tax paid 
in 1912 by each of the companies, and the amount of the gross 
earnings tax which would have been paid in the same year 
if taxed as recommended at the rate of 3 per cent. From this 
table it appears that the proposed system would have in- 
creased the revenue of the State by a little over $11,000. 

Western Union Postal Telegraph 
Telegraph Co. Oable Oo. Total 

Present State Tax $ 5,061.19 $1,451.00 $ 6,512.19 

Gross Earnings Tax ® 3% 16,111.03 1,570.84 17,681.87 

Increase 11,049.84 119.84 11,169.68 



CHAPTER VII 

BANKS, TRUST COMPANIES AND STOCK INSURANCE 

COMPANIES 

GENERAL SUMBIARY OF OHAPTEB 

I. The Present Method of Taxation in Connecticnt:— 

Connecticut taxes banks, trust companies and stock insurance 
companies 1 per cent, upon the market value of all their stock 
less taxes paid on real estate in Connecticut. The proceeds 
of the tax are paid to the towns in which the stockholders re- 
side. The State retains the taxes paid on shares owned by non- 
residents except that in case of national banks the tax on non- 
resident stock is paid to the town where the bank is located. 

n. Historical Development of the Law:-^The present 
system was adopted in 1901 and no important change has been 
made since. Before that, shares of stock in these corporations 
were taxable as personal property of the owners. Since 1866 
the State had collected a tax of 1 per cent, upon the shares of 
stock owned by persons residing outside the State. 

m. Operation of the Present Tax System: — There were 
on October 1, 1911, subject to the tax 79 national banks, 4 state 
banks, 46 trust companies, and 15 stock insurance companies. 
Excepting the national banks, these are all Connecticut corpor- 
ations. The amount payable in 1912 was $1,097,602.71, of 
which $317,627.03 was due from banks and trust companies, 
and $779,975.68 from insurance companies. 

IV. Banks and Trust Oonq)anies: — A. Criticism of the 
Present Tax Sj^tem: — The States are practically limited by 
Federal legislation to the taxation of banks upon the shares 
of their capital stock. Connecticut's method of taxing the 
shares of bank stock is excellent, in that the tax is imposed 
by the State, instead of by local bodies, and is at a uniform 
rate fixed by statute. The one serious defect is in the require- 
ment that the tax shall be imposed upon the market value of 
the shares of stock. Market value is difficult, often impos- 
sible, to determine; its use leads to inequalities; it is subject 
to temporary fluctuations. The law is incapable of satisfactory 
administration. 

B. Taxation of Bank Shares on Book Value: — Substitu- 
tion of book value as the basis of taxation would be more equit- 
able and would make the law certain and capable of effective 
administration. Certain objections raised to the use of book 
value do not prove to be serious. The change to book value 
would necessitate no other change in the present law. The rate 
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of the tax and the deduction for taxes on real estate shonHd 
remain as at present. 

0. Taxation of Banks in Other States: — ^A brief sum- 
mary of the sjrstems of taxing banks in other States appears 
in this chapter. 

V. Stock Insurance Oompanies: — While there would be 
some advantages in taxing all insurance companies alike, by 
the method recommended for mutual insurance companies, 
there are important practical reasons for continuing the pres- 
ent tax upon the shares of stock of stock companies. The tax 
should be on the book value, which, in the case of insurance 
companies other than life, should consist of the capital, sur- 
plus, and one-third of the unearned premium, divided by the 
number of shares. For a description of the tax systems of 
other States, see the chapter on Mutual Insurance Companies 
(Chapter VIII). 

VI. Recommendations : — The Commission recommends 
that banks, trust companies, and insurance companies be taxed 
upon the shares of their capital stock essentially as at present, 
except that the value of the shares be the book value, instead 
of the market value. For insurance companies other than life, 
the book value should consist of the sum of capital, surplus, 
and one-third of the unearned premium, divided by the num- 
ber of shares. The result of the change would mean an in- 
crease of about $73,000 in the tax from banking institutions, 
and a decrease of about $66,000 from insurance companies, 
leaving a net increase in the total tax of about $7,000. 

Vn. Investment Companies: — The Commission recom- 
mends that no change be made in the present method of 
taxation. 



I. THE PRESENT CONNECTICUT TAX SYSTEM 

Connecticut taxes banks, trust companies and stock 
insurance companies 1 per cent, upon the market value of their 
shares of stock, as determined by the State Board of Equaliza- 
tion, less the taxes paid on real estate in Connecticut. The 
proceeds of the tax are paid to the towns in which the stock- 
holders reside. The State retains the taxes paid on shares of 
stock owned by persons residing outside the State, except that 
in case of a national bank the tax on the shares owned by non- 
residents is paid to the town where the bank is located. Each 
corporation must report annually to the Tax Commissioner the 
facts required as above. Real estate belonging to the corpora- 
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tions is subject to taxation in the towns where located. The 

shares of stock of the corporations are exempt from taxation 

in the hands of the owners. (Gen. Stat., sec. 2331, as amended 

by Acts 1903, ch. 204, Acts 1905, ch. 54; sec. 2332-2335.) 

The law applies to ''every bank, national banking associ- 
ation, trust, insurance, investment, and bridge company, whose 
stock is not exempt from taxation." It must be paid on or be- 
fore the last day of February. The appropriate officer of each 
corporation must deliver to the Tax Commissioner, annually 
within the first fifteen days of October, a sworn statement of 
the number and market value of its shares of stock, and the 
names and residences of its stockholders and the number of 
shares owned by each, the facts being as of October 1, last. For 
failure to ol^y the law, the officer is subject to a fine not ex- 
ceeding $1,000 or imprisonment not exceeding two years, or 
both. The State Board of Equalization must meet during Octo- 
ber, November and December, and after hearing any persons 
interested and demanding any further necessary information 
from the corporations, must fix the value of the shares of stock 
of each corporation as of October 1, last. The valuation is re- 
ported to the corporation. The tax is 1 per cent of the valu- 
ation thus determined, less the amount of taxes paid by the 
corporation on real estate in Connecticut during the year end- 
ing September 30, last 



n. HISTORICAL DEVELOPMENT OF THE LAW 

The first law imposing a State tax on all the shares of 

stock of bankS; trust companies, and stock insurance companies 

was enacted in 1901. (Acts 1901, ch. 106.) 

Before that, shares of stock in these corporations had been 
taxable under the general property tax as personal property of 
the owners. In 1851 a State law required the banks to report 
to each town the names of shareholders residing in that town* 
with the number of shares of stock owned by each, and its 
market value. (Acts 1851, ch. 47). In 1866, the banks were 
required to make to the State corresponding reports regarding 
the shares of stock owned by persons residing outside the State 
and to pay to the State a tax of 1 per cent, on the value of such 
shares. (Acts 1866, ch. 29). This situation remained virtually 
unchanged down to 1901. 

The statute of 1901 was in all essential features practical- 
ly the same as the present law, which is described in the p^^ 
ceding section. 

Minor amendments . were made by the following statutes: 
Acts 1901, ch. 165; Gen. Stat, Revision of 1902, sec. 2331; Acts 
1903, ch. 204; Acts 1905, ch. 54, ch. 157. 



m. OPERATION OF THE PRESENT TAX SYSTEM 

The Institutions Subject to the Tax and the Revenue in 
1912: — On October 1, 1911, there were in operation in Connecti- 
cut and subject to the State tax, 79 national banks, 4 State 
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banks, 46 trust companies, and 15 stock insurance companies. 
Aside from the national banks, these are all corporations char- 
tered under the laws of Connecticut. 

The total tax payable to the State in 1912 (based on the 
figures of 1911) was $1,097,602.71, of which $317,627.03 was 
due from banking institutions and $779,975.68 from insurance 
companies. There was distributed to the towns where the 
stockholders resided $886,722.62 (including $1,215.14 paid to 
the School Fund). The State Treasury retained $210,819.58, 
as representing the tax on certain shares owned by non-resi- 
by non-residents. « 

There were no investment companies or bridge companies 
subject to the tax in 1912. 

Banks and Trust Companies: — The following table shows 
the operation of the law and the revenue obtained from the 
several classes of banking institutions in 1912. 

BANKS AND TRUST COMPANIES 

(FIGURES AS OF OCTOBER 1, 1911.) 

Market Value One per Cent. Real Estate Tax Due 

of of Taxes State 

Capital Stock. Market Value. Deducted. Treasurer. 

National Banks ..$30,766,415.00 $307,664.15 $64,705.24 $242,958.91 
State Banks .... 1,914,800.00 19,148.00 3,462.60 15,685.40 

Trust Companies 8,210,176.00 82,101.76 23,119.04 58,982.72 



Total $40,891,391.00 $408,913.91 $91,286.88 $317,627.03 

Stock Insurance Companies: — Of the 15 insurance com- 
panies subject to the tax, there were 4 life companies, two of 
which maintained also accident departments, 3 casualty, fidel- 
ity, and surety companies, and 8 fire companies. The table on 
the next page shows the operation of the law and the revenue 
obtained from the several insurance companies in 1912. 

The Revenue in Past Years: — ^A statement showing the 
receipts by the State Treasurer from taxes on banking institu- 
tions and stock insurance companies, from 1901 to 1912, with 
the disposition of the proceeds, is given in Appendix I. 



IV. BANKS AND TRUST COMPANIES 

A. CRITICISM OF THE PRESENT TAX SYSTEM 

In passing judgment upon the present system of taxing 
banking institutions and stock insurance companies, and in 
recommending changes, it will be convenient to discuss the 
two classes of institutions separately. This section will re- 
late, therefore, to banks an^ trust companies. Stock insurance 
companies will be discussed in a later section. 
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Federal Liinitation of Bank Taxation: — The taxation of 
banks in the United States has been largely governed by the 
limitations placed by Congress on the taxatfon of national 
banks. The National Banking Act of 1864 provided for cer- 
tain Federal taxes on national banks, which were to be in lieu 
of all existing taxes upon the banks. The Act went on to spec- 
ify, however, that the shares of stock in national banks might 
be taxed as personal property of the owners under the author- 
ity of the States in which the banks were located. This pro- 
vision has remained in force to the present day with only 
slight changes. The State legislature may determine the 
method of taxing the shares of stock of national banks sub- 
ject to two restrictions; i. e., that the taxation must not 
be at a higher rate than is imposed upon other moneyed cap- 
ital, and that the shares owned by non-residents of the State 
must be taxed only at the place where the bank is located. 
The real estate of national banks is also expressly subject to 
State and local taxation, to the same extent as other real 

estate. 

The exact statement of the National Banking Act which 
govems State and local taxation of national banks Is as follows, 
being section 5,219 of the revised statutes: 

State Taxation of National Banks: — Nothing herein shall 
prevent all the shares In any association from being Included 
In the valuation of the personal property of the owner or holder 
of such shares, In assessing taxes Imposed by authority of* the 
State within which the association Is located; but the legislature 
of each State may determine and direct the manner and place 
of taxing all the shares of national banking associations located 
within the State subject only to the two restrictions, that the tax- 
ation shall not be at a greater rate than Is assessed upon other 
moneyed capital In the hands of Individual citizens of such 
State, and that the shares of any national banking association 
owned by non-residents of any State shall be taxed In the city or 
town wherA the bank Is located, and not elsewhere. Nothing 
herein shall be construed to exempt the real property of associ- 
ations from either State, county, or municipal taxes, to the 
same extent, according to Its value, as other real property Is 
taxed. 

The result of this statute, as interpreted by a long line 
of court decisions, is that Congress has virtually specified the 
method by which the States may tax the national banks ; more- 
over, the requirement that there shall be no discrimination 
against the stock of national banks as compared with other 
moneyed capital has been iiiterpreted virtually to mean that 
this method of taxing national banks is legal only in case other 
banks are taxed under the same method. As a result, the 
method prescribed for the taxation of national banks has gen- 
erally been extended by the States to other banking institu- 
tions. 

The taxation of the shares of stock in banks may be either 
10 
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by local officers or by the State authorities. In the latter case 
the shares of stock are valued by some State authority, and 
the bank is re*quired to pay into the State treasury the tax on 
all of the shares, acting thus as agent for the shareholders. 
This method has been upheld by the courts. 

The Oonnecticut Method of Taxing Banks : — As compared 
with most of the other States, Connecticut's method of taxing 
the shares of stock in banks is excellent. While the majority 
of the States still cling to local assessment and taxation of 
bank shares, Connecticut is among those States that have given 
up local taxation and substituted a state tax. It is hardly 
necessary to say that this change is a great improvement. In 
the second place, the Connecticut statute provides that after 
the values of the shares of stock have been properly deter- 
mined, all shares shall be taxed at a uniform rate of 1 per cent. 
This legal determination of a uniform rate is greatly superior 
to methods obtaining in certain other States, where the shares 
after being valued are taxed either at the various local rates 
or at an average of the local rates for the whole State. 

Difficulty of Determining Market Value of Shares : — With 
all of these excellent features, the Connecticut system has just 
one serious defect; i. e., the method by which the shares of 
stock are valued. Of the several alternative methods which 
are possible for the valuation of shares of bank stock, the 
Connecticut statute directs that the valuation shall be the 
** market value." 

The necessity of determining the market values of the 
shares of stock of all banks presents very serious administra- 
tive difficulties. In certain cases of large city banks, the 
shares of stock are regularly bought and sold and quoted on 
the market. The market value is then a matter of public 
knowledge, and there is no difficulty in determining it for pur- 
poses of taxation. This case, however, is the exception rather 
than the rule. Most bank shares are not regularly bought and 
sold. 

For a very large number of institutions there^is, therefore, 
no market value in the sense of frequent sales at prices which 
are generally known. In three or four cities of the State the 
shares of stock of the banks are listed on the local stock ex- 
change, in some cases at merely nominal values. In the smaller 
villages and towns there are vety few sales of the shares of 
stock of the local banks. Such sales as there are, are gen- 
erally made as the result .of correspondence and negotiation 
with an officer of the bank. There is no open market, there 
is no opportunity to secure any competitive bid for the stock, 
and the sale, if made, is at a figure named by the officer of the 
institution and is very conservative as a rule. 
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In such cases as these, the market value has to be deter- 
mined from occasional reported sales, from reports made by 
the bank's oflScers, from examination of the bank's balance 
sheet, etc. On such evidence as this, the Board of Equaliza- 
tion is required to determine the market value of the shares of 
stock. With all the information it can thus secure from those 
who are in a position to know, from officers of savings banks, 
and from local brokers, the data are sadly inadequate. 

Inequality Resulting from Market Value Basis: — More- 
over, the values as thus reported vary widely as between city 
and country and as between different banks. The shares of a 
large number of banks, on which the market values are re- 
ported by the officers of the institutions, are comparatively 
very low ; in many instances being on a basis of six per cent., 
or better. In some of the larger cities, either the availability 
of ready money for conservative investment, the confidence of 
the local public in the management of the bank, the possibility 
of a future increase in dividends or capital, or the often senti- 
mental desire for a local investment causes keen bidding for 
the comparatively few shares that are offered, with the result 
that prices are paid which net the investor between two and 
three per cent. Under the wording of the statute, it appears 
to be necessary to take as the market value, the very low valu- 
ations reported for the banks of the rural communities, and 
the very high, often sentimental, valuations at which the diares 
of stock of similar institutions are sold in one or two of the 
cities. This means, on the statutory basis of a tax of 1 per 
cent., that the burden is very unequally imposed. Some insti- 
tutions which are perfectly able to pay a tax on a reasonable 
basis of valuation are not required to do so, and other institu- 
tions are foi;ced to pay a very high tax because of the senti- 
mental notions of local investors. The rigid ''market value'' 
requirement of the statutes, to be finally determined by the 
members of the Board of Equalization, gives little bpportuntiy 
for them to exercise their best personal judgment. Obviously, 
the door is open for continual argument and disagreement be- 
tween members of the Board and the officers of the various 
banks. Just as obviously, there is no possibility of accurately 
settling the question at issue. 

Market Value Subject to Fluctuation: — ^Another difficulty 
with market values is that they are Subject to more or less 
frequent fluctuations. Such fluctuations may be due to 
changes in the situation of the bank, but they may also be 
caused by circumstances entirely foreign to the bank's con- 
dition, such as the situation of the money market, etc. The 
statute prescribes that the value for taxation must be the mar- 
ket value on October 1 of each year. This selects an arbitrary 
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date, and there is always the possibility that the market valne 
on this date may be either abnormally high or abnormally 
low. This particular difficulty might be corrected if the statute 
prescribed, instead of the value on a definite date, an aver- 
age of the values for a considerable period of time. The CJom- 
mission would recommend that this change at least be made 
in the present system in case the Legislature does not see fit to 
change the basis from market to book value. 

Oonclusion: — ^In conclusion then it is clear that the tax- 
ation of the shares of bank stock upon market value is un- 
certain, unjust, difficult or even impossible of accurate ad- 
ministration, and offers just that opportunity for disagree- 
ment between representatives of the State and of the tax 
payers which should be carefully avoided in any sound and 
effective tax system. 



B. TAXATION OF BANE SHABES ON BOOK VALUE 

Superiority of Book Value: — ^As an escape from the diffi- 
culties inherent in the determination of market value, your 
Commission recommends that the shares of stock of banks be 
assessed at their book value. By this we mean that the value 
of a share of stock in a given bank shall be determiAed by add- 
ing the capital, surplus, and undivided profits, as shown by the 
bank's statement, and then dividing by the number of the 
shares of stock. This method of valuing bank shares would 
do away with the difficulties described above. In the place 
of uncertainty, we would have a system certain and easy of 
administration. A bank's book valu^ is a definite thing, shown 
at any time by its balance sheet ; there is little room for argu- 
ment or difference of opinion. The book value is not subject 
to frequent fluctuations due to the condition of the money 
market or other external causes. 

Taxation of bank shares upon book value was recommend- 
ed by the California Tax Commission of 1906, which present- 
ed a strong argument in favor of this method. The method 
has also been recommended by other State Tax Commissions. 
In 1911 a Committee of the National Tax Association, which 
had made a thorough study of this problem, reported to the 
Association unanimously in favor of the taxation of bank 
shares upon book value, expressly recommending this method 
as superior to all of the other methods used in the various 
States. Taxation of bank shares upon book value is the method 
used in California, adopted in accordance with the recommen' 
dation of the Tax Commission of 1906. New York has used 
the same system since 1901. Pennsylvania also uses the book 
value to determine the value of shares of stock. Further dis- 
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cussion of the methods in use in the other States appears later 
in this chapter. 

Why Market Value Fails:— To the proposal to tax the 
shares of stock of banks upon book value, certain objections 
have been raised. In the first place, it is urged that market 
value is the only true value, that all other values are more 
or less subject to arbitrary determination, and that the real 
value of anything is the amount which a purchaser is willing 
to pay for it. Those who take this position are in direct op- 
position to others who have urged tiiat market value is not 
a true value at all. As a general rule it appears that those 
who are interested in the taxation of financial institutions ap- 
pear as adherents of one or the other argument according as 
the tax burden of their particular institutions will be affected. 

So far as the theoretical question goes, it is doubtless true 
that the real value of anything is the price at which it will 
sell, and your Commission is not impressed with the argument 
that the sale price is not normally the real measure of value. 
This assumes, however, that there are sufficiently frequent 
sales, so that a fair Average price is determined and further- 
more, that this market price can be known. As has been 
shown, one objection to 'using market price as a basis of taxa- 
tion is the difficulty in determining it, and indeed the prac- 
tical absence of a real market price in the case of the shares 
of stock of very many banks. It is this practical difficulty 
which has made the market value basis incapable of effective 
administration. Book value does in most cases fairly repre- 
sent the real value of the shares, according to the judgment 
of those who are running the business, and it has the absolute- 
ly necessary quality of being a definite fact easily ascertain- 
able. 



Can Book Value be Manipulated? — ^A second objection 
against the use of book value is that the banks may manipulate 
book value by making changes in some of the items of their 
balance sheets. In particular, it has been stated to the Com- 
mission that basing the tax upon book value of shares would 
lead many banks to write off certain assets and put in others 
at lower figures, so as materially to reduce their undivided 
profits or surplus. This procedure is, of course, open 
to the officers of any bank. It does not appear likely, how- 
ever, that any bank would care to scale down its book value 
below the real value of its assets merely to make a saving in 
taxation. Such an operation would soon be discovered, and 
the bank, could hardly afford to make public a poor state- 
ment for the sake of saving a few dollars of taxes. On the 
other hand, if a bank is led to reduce its book value by writ- 
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iiig off certain doubtful assets, or reducing assets previously 
carried at inflated values, the result would appear far from 
undesirable. Your Commission is not of the opinion that there 
will be any great evasion of the tax by means of arbitrary re- 
ductions in book value. 

Can the Tax be Evaded by Large Dividends? — There is a 
third possible objection to the tax on book value, which de- 
serves mention. It might be the policy of certain banks to 
pay out all of their earnings in large dividends, thus keeping 
the surplus down and showing a low book value of their shares 
of stock, while at the same time earning large profits for the 
stockholders and having their stock quoted at correspondingly 
high market values. Your Commission does not believe that 
there is danger of serious tax evasion by this means. If 
thought worth while, however, it could be prevented by a 
simple expedient. The statute might provide that whenever 
the dividends paid during a given year, capitalized at a cer- 
tain specified rate (as 5 per cent, or 6 per cent.) shall equal 
an amount greater than the book value of the stock, then the 
value of the stock for purposes of taxa^n shall be the said 
capitalized value of the dividends. This would simply mean 
that whenever any bank paid dividends exceeding the specified 
percentage of its total capital, surplus, and undivided profits, 
the stock would be assumed to be worth the capitalized value 
of the dividends rather than the book value shown by the 
bank's statement. Your Commission does not feel that this 
matter is a serious one and is therefore not inclined to recom- 
mend adding to the complications of the tax by adopting this 
provision. 

The Rate of the Tax: — The Commission sees no reason to 
recommend a change in the present rate of 1 per cent, on the 
shares of stock of banks. This is the rate which is generally 
assumed to represent the average burden of the general prop- 
erty tax upon other forms of wealth ; it is tHe rate which has 
been in force in Connecticut since the adoption of the law. 

It is the commonest rate in those other States where a defi- 
nite rate is specified by statute. Being considerably less than 
the average of the rate of the general property tax in Con- 
necticut, and being imposed on all banking institutions alike, 
it fully satisfies the requirement of the Federal statute that na- 
tional banks shall not be taxed at a higher rate than other 
forms of moneyed capital. The Commission therefore recom- 
mends that the rate of the tax be 1 per cent, as at present. 

Taxes on Real Estate: — ^The Federal statute pcFmits the 
State and local taxation of the real estate of national banks 
in addition to the tax upon the shares of stock. The present 
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Connecticut statute permits local taxation of the real estate 
of banks but allows the deduction of such taxes from the tax 
on capital stock paid to the State. Other States do not al- 
ways allow such deductions; the State of New York, for in- 
stance, taxes banks at the rate of 1 per cent, upon the book 
value of their shares of stock, and in addition allows the taxa- 
tion of the banks* real estate under the general property tax. 
The California statute accomplishes practically the same result 
as the Connecticut law by allowing the deduction of the 
assessed value of real estate from the value of th^ shares of 
stock as determined by the book value. Maryland and North 
Carolina follow the same method. Pennsylvania, like New 
York, allows the local taxation of real estate in addition to a 
tax upon the shares of stock. Your Commission sees no suffi- 
cient reason for changing the Connecticut system, and recom- 
mends, therefore, that the real estate of banking institutions 
be subject to local taxation, and that the taxes thus paid be 
deducted from the tax paid to the State treasury upon the 
shares of stock, as under the present system. 

While for some reasons the California method of deducting 
the assessed value of real estate from the value of the capital 
stock is preferable to the Connecticut method, there is not here 
the same reason for making a change as in the case of savings 
banks and certain other corporations, since the tax on banks 
is distributed back to the towns. The question of a loss of 
State revenue through excessive local assessment of real estate 
does not arise. (See discussion of this point in the Chapter on 
Savings Banks, Chapter IX.) 



C. TAXATION OF BANKING INSTITUTIONS IN OTHER 

STATES 

The taxation of banks is, of necessity, marked by less 
diversity than that of many other classes of corporations. The 
taxes are in practi'jally all cases upon the shares of capital 
stock. In nearly all cases the rate of the tax, upon shares is 
that of the general property tax upon moneyed capital. In all 
but one State (New Mexico), real estate of banks is taxed as 
that of individuals. 

The most important question in the taxation of banks is 
the method of arriving at the taxable value of the shares of 
stock. Twenty-one States assess shares at market value. In 
Virginia it is prescribed that this value shall not be less than 
the book value. Twelve States assess shares at book value, 
i. e., the sum of the par value of the stock, the surplus, and 
the undivided profits. In certain other States the basis of valu- 
ation is either not specified by law or is upon some valuation 
other than market value. 
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As a rule, trust companies are taxed in practically the 
same manner as banks. Where there is a difference in method 
it usually consists in the addition of a license tax upon trust 
companies. 

Except in New England and the Eastern States, there are 
very few mutual savings banks. Stock savings banks are 
taxed in the majority of the States by essentially the same 
method as other banking institutions. Some States add a 
license tax for savings banks. In a few States, however, sav- 
ings bankif are taxed by a method quite different from that of 
other banks. 



D. CONCLUSIONS AND SECOMMENDATIONS 

Summary and fiecommendations : — ^The Conmiission finds 
that the Connecticut system of taxing banking institutions is 
an excellent one, but that it is subject to one defect; i. e., 
that the basis is the market value of the shares of stock as de- 
termined by the Board of Equalization. This provision leads 
to uncertainty, injustice and controversy, and interferes with 
effective administration. To remedy this defect, the Commis- 
sion recommends that the value of shares of stock for purposes 
of taxation be the book value; i. e., the total of the capital, 
surplus and undivided profits, as shown by the bank's state- 
ment, divided by the total number of shares of stock. It is 
recommended that the bank pay to the State a tax of 1 per 
cent, upon the total value of all the shares of stock as thus de- 
termined, less the amount of taxes on real estate in Connecti- 
cut during the year past. It is recommended that the real 
estate of banks be subject to local taxation as at present, and 
that in other respects the law remain unchanged. 

If, for any reason, the Legislature does not see fit to 
change the market value basis in assessing bank shares, it is 
recommended that, at least, the market value be the average 
of the values on a number of days during a considerable period 
of time, rather than the value on a particular date. The rea- 
son for this change is to avoid, so far as possible, tiie influence 
of temporary market fluctuations. 

Probable Results of the Proposed Change : — ^The f ollowmg 
table gives an idea of the probable results of the change to 
book value as recommended by the Commission, by showing 
what the basis of the tax and the corresponding revenue would 
have been in 1912 if imposed upon book value as recommend- 
ed. The amount of taxes actually paid in 1912 is also shown 
for purposes of comparison. The use of book value would have 
meant in 1912 an increased tax of $73,105.13, of which $59,- 
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668.67 would have come from national banks, $2,734.63 from 
State banks, and $10,701.83 from trust companies. This in- 
crease would be largely offset by a corresponding decrease in 
the tax from insurance companies as is shown later. 



V. STOCK INSURANCE COMPANIES 

Method of Taxation in Connecticut and in Other States :— 

The Connecticut tax system treats stock insurance companies 
exactly like banks. They are included with banks and trust 
companies in the statute which imposes a tax of 1% upon the 
market value of the shares of stock. In thus taxing them 
the State has made a separation between stock and mutual 
insurance companies, taxing the latter by an entirely different 
method. Most of the other States of the United States which 
impose State taxes upon insurance companies treat both kinds 
of insurance companies alike. Only a few States make a dis- 
tinction between stock and mutual companies which is com- 
parable to that of Connecticut, and only four States, Indiana, 
Kentucky, Missouri and Tennessee, place stock insurance com- 
panies and banks upon the same footing, as is done in Con- 
necticut. In most States the State tax upon insurance com- 
panies is upon the basis of earnings, usually premiums, and 
the tax is imposed upon stock and mutual companies alike. 

Advantages of Taxing All Insurance Companies Alike on 
an Income Basis: — There are many reasons in favor of uni- 
formity in the taxation of all insurance companies. The Com- 
mission is to recommend, in the chapter on Mutual Insurance 
Companies, that such companies be taxed upon an income basis, 
and there is something to be said in favor of including stock 
insurance companies under the same method. The income basis 
has general advantages which make it superior to the tax on 
capital stock. Such a plan would also put the taxation of 
insurance companies in line with the general character of the 
recommendations of this Commission for the taxation of pub- 
lic service corporations. It would also give the undoubted ad- 
vantages of uniformity of taxation for all Connecticut insur- 
ance companies and would be in line with the practice of most 
of the other States. 

Reasons for not Changing the Present Glassiflcation : — ^In 

spite of these advantages the Commission does not feel inclined 
to recommend such a change in the method of taxing stock in- 
surance companies. The objections to making such a change 
are largely practical ones. There are great difficulties in the 
case of stock insurance companies in the way of develop- 
ing a method of taxation based on earnings that would be fair 
both to the State and the companies concerned, and that 
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would not break too abruptly with the present tax system. 
Chief among these practical difficulties is the fact that under 
the present system the proceeds of the tax on mutual companies 
go to the State, whereas the tax on stock companies, though 
collected by the State, is distributed to the towns according 
to the residence of the shareholders. 

Taxation of Insurance Companies on Book Value of Stock: 

— ^For the above and other practical reasons the Commission is 
led to recommend that the present system of taxing stock com- 
panies in the same class with banks and trust companies be 
continued. As in the case of banks, however, it is recommend- 
ed that in place of the market value, the value of the shares of 
stock for purposes of taxation be the book value. The reasons 
for making this change are the same as in the case of banks, 
and have been discussed at length in a preceding section of 
this chapter. 

Definition of Book Value of Insurance Companies: — ^In 

seeking to obtain the true measure of the book value of the 
stock insurance companies certain peculiarities of the insur- 
ance business are met, which make the case less simple than 
that of banking institutions. By the book value of any cor- 
poration it is sought to obtain the equity of its stockholders 
in the assets of the corporation after all liabilities to outside 
creditors have been accounted for. In the case of a bank this 
consists simply of the capital, surplus and undivided profits. 
Obviously in the case of a stock insurance company the capital 
and surplus represent the property of the stockholders. There 
is ordinarily no separate item of undivided profits. For a life 
insurance company, the sum of capital and surplus is all 
that may fairly be said to belong to the stockholders; the 
reserve of such a company is so calculated as to be theoretic- 
ally just sufficient to fulfill the contracts made with the policy- 
holders, though based, it is true, on somewhat conservative 
assumptions. 

The sum of the capital and surplus of a fire insurance 
company would, however, give only an incomplete notion of 
the equity of its stockholders in the assets of the company. 
The explanation of this lies in the reserve, or the ** unearned 
premium," which is the more correct name for this item, and 
is the name used by the insurance Department of the State of 
Connecticut. This item represents that part of gross premium 
received which is assumed not yet to have been earned by the 
company. Insurance premiums are ordinarily paid in advance, 
and so long as the period for which the insurance is written has 
not expired, the company may be assumed to have earned only 
that part of the premium which represents the ratio of the time 
elapsed to the total term of the contract. The remainder of 
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the premium is said to be unearned. The reserve, or unearned 
premium, of a fire insurance company thus represents that part 
of the gross premium which, on the average, is calculated to 
be still unearned. 

As a matter of fact, this reserve is actually greater than 
will normally be required to pay the fire losses on policies in 
force. Or, in other words, the company would be able at any 
time to close up its business by reinsuring all of its risks for 
a sum considerably less than its total unearned premium. One 
reason for this is the fact that a considerable part of the gross 
premium goes to pay expenses. The exact ratio is variously 
estimated, but it is safe to say that at least one-third of the 
gross premium will be used in this way.* Of these expenses, 
a large majority is paid at the beginning when the first prem- 
ium is collected. If the business were allowed to run down by 
paying all current risks, or if the risks were reinsured in an- 
other company, these expenses, which have already been debH- 
ed in the year's accounts, would not have to be again met. 

The exact amount of the unearned premium which would 
be saved to stockholders in case the business were closed up by 
reinsurance or otherwise has never been exactly calculated. 
It is generally admitted, however, that on the average one- 
third is a low estimate. It appears, therefore, that in deter- 
mining the equity of the stockholders in a fire insurance com- 
pany we should take account of that part of the reserve which 
will eventually belong to them after existing losses have been 
met or handed over to another company, and we will be on the 
safe side if we assume one-third of the unearned premium as 
representing that part which will eventually belong to the 
stockholders. 

It is recognized of course that the principal function of this 
liberal margin in the surplus of a fire insurance company is to 
serve as an emergency fund for meeting losses in case of t 
conflagration. In this respect, however, it is not difCerent from 
the surplus of a bank, and may just as properly be regurdad 
as belonging to the stockholders for purposes of taxation. 

The conclusions drawn from the foregoing discussion of 
fire insurance companies may be applied also to accident, casu- 
alty, etc., companies without serious injustice. The Commis- 
sion, therefore, is of the opinion that in determining the value 
of the shares of stock of insurance companies other than life 
the book value should be defined to consist of the sum of the 
capital, the surplus, and one-third of the unearned premium. 

*See Kitchin, "Principles and Finance of Fire Insurance," 
Zartman, "Yale Readings in Fire Insurance," page 212; Report of 
the Special Legislative Commission of New York, February 1, 
1911, (The Merritt Commission) page 91. 
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Note: — ^For a treatment of the technical questions inrolred 
in the discussion of the reserve of the stock fire insurance com- 
panies, the reader is referred to the following authorities: 
Kltchln, "Principles and Finance of Fire Insurance/' London, 
Effingham Wilson, 1904, pages 212-247; Huebner, "Property In- 
. surance," New York, D. Appleton ft Co., 1911, chapter 14, pages 
153-163; Moore, "Fire Insurance and How to Build," New York, 
The Baker ft Taylor Co., 1903, pages 218-244; Zartman, "Yale 
Readings in Fire Insurance," New Haven, Conn., Yale University 
Press, 1909; Report of the Joint Committee of the Senate and 
Assembly of the State of New York on Insurance Companies 
other than Life (the "Merritt Commission"), Feb. 1, 1911. 

Taxation of Stock Insurance Companies in Other States : — 
This subject has already been referred to briefly. Since most 
other States do not distinguish between stock and mutual in- 
surance companies for purposes of taxation, it will be con- 
venient to discuss the taxation of other States for all insur- 
ance companies together. This has been done in the chapter 
on mutual insurance companies (Chapter Vlli.) to which the 
reader is referred. 

Conclusions and Eecommendations : — The Commission, 
therefore, recommends that stock insurance companies be tax- 
ed upon the value of their shares of stock, as at present, ex- 
cept that the value for purposes of taxation be the book 
value, which in the case of life insurance companies shall be 
the sum of the capital and surplus, and in the case of insur- 
ance companies other than life shall be the sum of the capital, 
surplus, and one-third of the unearned premium, in both cases 
divided by the number of shares. It is recommended that in 
other respects the tax be the same as for banking institutions, 
i. e., that the rate be 1 per cent, and that from the tax thus 
computed there be deducted the taxes paid by the companies 
upon their real estate in Connecticut, such real estate to be sub- 
ject to taxation in the town where it is located. 

Probable Results of the Proposed Change : — The following 
table will give an idea of the probable results of the change 
to book value as recommended by the Commission, by showing 
what the basis of the tax and the corresponding revenue would 
have been in 1912 if imposed on book value as recommended. 
The amount of taxes actually paid in 1912 is also shown for 
purposes of comparison. The use of book value in 1912 would 
have meant a total tax payment from stock insurance com- 
panies less by $66,000 than was actually paid under the pres- 
ent system, this decrease being offset by the increase in the 
tax on banks and trust companies, as is shown below. 

For a list of the companies and the tax paid by each under 
the present system, see section m of this chapter. 
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VI. GENERAL SUMMARY OF RECOMMENDATIONS 

AND CONCLUSIONS 

Smnmary: — The Commission finds that the Connecticut 
system of taxing banking institutions and stock insurance com- 
panies is, in the main, an excellent one. Its one serious defect 
is due to taking as the basis of the tax the market value of the 
shares of stock as determined by the Board of Equalization. 

The Commission finds that it will be best to continue the 
classification of stock insurance companies with banks for pur- 
poses of taxation rather than to tax them by the method which 
is to be recommended for mutual insurance companies. 

Recommendations : — The Commission, therefore, recom- 
mends that banks, trust companies, and stock insurance com- 
panies be taxed at 1 per cent, upon the value of their shares 
of stock as at present, except that the value for purposes of 
taxation shall be the book value as shown by the statement of 
the corporation or association. The book value should be de- 
fined, in the case of banks and trust companies, as the sum 
of the capital, surplus, and undivided profits; in the case of 
life insurance companies as the sum of the capital and surplus, 
and in the case of insurance companies other than life, as the 
sum of the capital, surplus, and one-third of the unearned 
premium, in each case divided by the number of shares. It is 
recommended that real estate be subject to local taxation as at 
present, the local taxes being deducted from the State tax, and 
that in other respects the present law remain unchanged. 

Probable Net Result Upon the Taxes Paid: — The change 
from market value to book value as the basis of assessing the 
shares of stock of banking institutions and insurance com- 
panies will result, as we have shown, in some increase in the 
taxes paid by the banks and trust companies and a correspond- 
ing decrease in the taxes of the insurance companies. These 
changes would very nearly offset each other. The net result 
would be a slight increase in the taxes from all institutions, 
amounting, on the basis of the figures of 1911, to $7,039.89. 
This result is shown in the table following: 

(FIGURES AS OP OCTOBER 1, 1911.) 
Tax Paid Tax Based on Increa8e(+) 

Banks. & Trust in 1912. Book Value. Decrease (-) 

Companies $ 317,627.03 $ 390,732.16 +$73,105.13 

Stock Insurance Companie s 779,975.68 713,9 10.44 - 66,065.24 

Total AU Institutions . .$1,097,602.71 $1,104,642.60 +$ 7,039.89 



Vn. INVESTMENT COMPANIES 

The Commission has investigated the taxation of invest- 
ment companies and recommends that the present system re- 
main unchanged. 



CHAPTER VIII 
MUTUAL INSURANCE COMPANIES 

GENERAL SUMMARY OF CHAPTER 

I. The Present Method of Tkixation in Connecticut:— 

Mutual insurance companies at present pay a tax to the State 
of % of 1 per cent, upon what is practically the gross value 
of their assets, less the amount of taxes paid on real estate in 
Connecticut. Companies which have stock departments are 
allowed to deduct the assets belonging to such departments 
since stock insurance companies are taxed under a different 
method. There are slight differences in the method of comput- 
ing the tax as between life companies and other companies. 

n. Historidd Development of the Law: — ^The first State 
tax upon mutual insurance companies was imposed in 1851. 
It was a tax of one-third of 1 per cent, upon tlie *' total cash 
capital" due to mutual insurance. The rate was lowered the 
next year to % of 1 per cent., but raised to % of 1 per cent, in 
1862, and again to 1% per cent, in 1864. It was lowered to 1 
per cent, in 1865 and to % of 1 per cent, in 1867. In 1872 a 
distinction was made between life and fire companies and the 
rate* for the former was reduced to % of 1 per cent. The rate 
for life companies was lowered from % of 1 per cent, to % of 
1 per cent, by a gradual reduction covering the years 1882 to 
1884. In 1903 the rate of the tax 09 fire companies was also re- 
duced to 1/4 of 1 per cent., and in 1911 the law relating to fire 
companies was extended to apply to all mutual companies other 
than life. Numerous changes in the method of computing the 
tax have been made from time to time and are described in 
the body of this chapter. 

ni. Operation of the Present Tax S]rstem: — ^There are 
six life insurance companies and eighteen fire and other com- 
panies subject to the tax on mutual insurance companies. Two 
of the life companies are purely mutual ; the others have both 
stock and mutual departments. The companies other than 
life are mostly small local companies. The receipts from the 
tax in 1912 were approximately $429,000, of which about $422, 
000 was paid by life companies and $7,000 by companies other 
than life. 

IV. Criticism of the Present Tax S]rstem: — ^It has been 
urged that the Connecticut tax on life companies is excessive 
for the following reasons: (1) that life insurance, on account 
of its nature, should be very lightly taxed, (2) that the Con- 
necticut tax, in combination with taxes paid to other States, 
leads to unfair double taxation, and (3) that the Connecticut 
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companies are subjected to an unfair burden in competition 
with companies of other States. Examination of the evidence 
shows that the first two charges are groundless, whereas there 
is much truth in the third charge. No criticism has been made 
of the present system as regards other companies than life. 
These companies are taxed very lightly under the present 
system. 

V. The Tax on Income Becommended: — A change from 
the present system to one based on income is recommended, 
the new system to be so devised as to reduce gradually the 
burden on life companies and somewhat increase the tax upon 
other companies, while not seriously reducing the revenue of 
the State. The earnings tax will also be in harmony with the 
system recommended for public service corporations, and will 
agree more closely with the tax systems of other States. 

VI. Taxation of Insurance Companies in Othef States : — 

A brief summary of the methods by which other States tax 
their domestic insurance companies appears in this chapter. 

Vn. Summary of Recommendations: — The Commission 
recommends a tax upon the corporate franchise of every mu- 
tual insurance company, based upon the sum of its total income 
from investments (i. e., total gross interest and rents) and its 
premiums from Connecticut business. It is recommended 
that the rate be 4 per cent, in the first year and be reduced by 
j/i oi 1 per cent, each year until the rate of 3 per cent, is 
reached, this rate to remain permanently. No deduction should 
be allowed for ta^es on real estate, which should remain sub- 
ject to local taxation as at present. It is estimated that the 
proposed plan would reduce the revenue of the State at the be- 
ginning by about $12,000. It is expected that the future growth 
of the companies would largely offset the annual reduction in 
the tax rate, and that after the final rate of 3 per cent, is 
reached the amount of the tax would increase regularly with 
the growth of the business of the companies. • 



I. THE PRESENT METHOD OF TAXATION IN 

CONNECTICUT 

Connecticut taxes mutual insurance companies chartered 
by the State upon what is practically the gross value of their 
total assets. The tax is a tax upon the ''corporate franchise,*' 
is payable annually, and the rate is l^ of 1 per cent. Mutual 
insurance companies are separated into two classes, life com- 
panies, and all other than life companies, with slightly d^er- 
ent methods of computing the tax. 

In the Case of a life insurance company, the tax is cotn- 
11 
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puted as follows : The total amount of its premium notes and 
the market value of all its other assets are added together. 
Prom this sum the following deductions are made: (1) the 
amount of ascertained and unpaid losses^ (2) the market valne 
of the bonds which it owns of the State of Connecticut, or of 
any town or city in the State issued in aid of railroad con- 
struction, which are exempt by law from taxation, (3) if the 
company is in part a stock company, whose stock is otlierwise 
taxable, it may further deduct the market value of the assets 
belonging to its stock department. The tax is % of 1 per 
cent, of the balance thus obtained, less the amount of taxes 
paid by the company on its real estate in Connecticut during 
the past year. 

In the case. of any mutual insurance company other than 
a life insurance company, the tax is computed as follows: 
From the total amount of all its assets, the following de- 
ductions are made: (1) the amount of ascertained and unpaid 
lossejs, (2) the market value of the bonds which it owns of the 
State of Connecticut, or of any town or city in the State, 
issued in aid of railroad construction, which are exempt by law 
from taxation, (3) the amount of premium notes held by it 
The tax is % of 1 per cent, of the balance thus obtained. 

Each company must report the facts as above, annually, 
to the Tax Commissioner, these reports being examined ai^ 
corrected, if necessary, by the State Board of Equalization. 
These taxes are in lieu of all other taxes upon the assets of 
the companies except taxes upon their real estate, and upon 
the taxable stock of a company that has a stock department 
(Gen. Stat., sec. 2444, as amended by Acts 1903, ch. 183, Acts 
1911, ch. 60 ; sec. 2445, as amended by Acts 1903, ch. 139, Acts 
1911, ch. 70; sec 2446, as amended by Acts 1903, ch. 184; sec 
2447-2449; Acts 1907, ch. 204.) 

The law applies to "every insurance company chartered hy 
this State, and doing business in whole or in part upon the pUa 
of mutual insurance, including every company whose potteT- 
holders have a right to participate in its profits.*' 

The appropriate officer of each company must deliTer to tbe 
Tax Commissioner, annually, a sworn statement showing the 
facts as above as of December 31 last Reports from Uf^ ifr 
surance companies must be delivered on or before Febmary U; 
from other companies, on or before January 20. Life insuraiice 
companies must pay the tax on or before February 25; ottir 
companies, on or before January 30. For failure to make tbs 
required report within the time limited, the officer is subject 
to a fine of $5,000. For failure to pay the required tax, the 
pany shall forfeit twice the amount of the payment due. 

The Board of Equalization is required to examine and 
rect the statements of the companies. In case any such 
are not made, the Board is required to make up the retora 
the best information it can obtain, which return is final. 
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U. mSTORIOAL DEVELOPBOBNT OF THE LAW 

The first act imposing a tax on mutual insurance com- 
panies was passed in 1851. It imposed an annual tax of one- 
third of 1 per cent, upon the ** total cash capital" which was 
the proceeds of mutual insurance. (Acts 1851, ch. 47.) 

The law applied to "any insurance company chartered by 
this State conducted in whole or in part upon the plan of mutual 
insurance." The tax was based upon the total amount of cash 
capital, either invested, or on deposit, belonging to said com- 
panies, being the proceeds of insurance upon the plan of mutual 
insurance. Each company was required to make a sworn state- 
ment, annually, on or before October 20, showing the amount 
of capital as above on October 1 last. The tax must be paid on 
or before October 20. For failure to comply with any provision 
of the law, a penalty of $500 was imposed. 

The rate of the tax was lowered in 1852 to ^ of 1 per 

cent. It was also specifically provided that the tax was **in 

lieu of all other taxes." (Acts 1852, ch. 66.) 

This act changed the penalty for failure to comply with 
the law to 1 per cent, of the total amount of the capital of the 
company as described in the law. 

In 1862 the rate was raised to V^ of 1 per cent, "in lieu of 

all other taxes upon such capital,'* except real estate above 

what is necessary for the conduct of the business. (Acts 1862, 

ch. 55.) 

This act further changed the time for making the required 
report to on or before October 10. For failure to make the re- 
quired report, a penalty of $500 was imposed, and for failure 
to pay the tax a penalty of twice the amount of the payment 
due. The State Board of Equalization was required to examine 
and correct the statements made and, if necessary, make out 
the required statement themselves from the best knowledge they 
could obtain, this statement to be final. 

In 1864 the rate was again increased, being made 1% per 
cent., or three times the previous rate. No other change was 
made in the law. (Acts 1864, ch. 74.) 

This rate was lowered in the next year to 1 per cent. (Acts 
1865, ch. 116.) 

Important changes in the law were made in 1867. The 
tax is to be computed as follows: From the total amount of 
assets derived from mutual insurance is deducted (1) the 
amount of premium notes held by the company, and (2) the 
amoimt of its losses ascertained and unpaid. The tax is % of 
1 per cent, of the balance remaining. This tax is in lieu of all 
other taxes upon the assets of the company derived from mu- 
tual business, except real estate above what is necessary for 
the conduct of the business. (Acts 1867, ch. 118.) 

. In 1869 a statut«e was passed which exempted from taxa- 
tion in the hands of the holders all bonds issued by a town or 
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city of Connecticut in aid of the construction of certain rail- 
roads^ or issued to subscribe for stock in such railroads; the 
railroads themselves being taxed by the State upon the amount 
of such bonds and stock as soon as the sums so obtained had 
been expended for railroad construction. (Acts 1869, ch. 10.) 
In accordance with this law, the law taxing mutual insurance 
companies was amended by allowing such companies to deduct 
from their assets subject to taxation (1) the amount invested 
in bonds of the State of Connecticut, and (2) the amount in- 
vested in town and city bonds issued in aid of railroad con- 
struction as above. These deductions are in addition to the 
deduction of premium notes and unpaid losses previously al- 
lowed. The balance remaining is subject to the tax of % of 
1 per cent. (Acts 1869, ch. 79.) 

A number of minor changes were made in the law in 1871 
The date of making the required report was changed to on or 
before January 20, the facts to be given as of December 31 last, 
and the tax to be paid on or before January 30. The companies 
were required to include in the report a detailed list of aU assets 
with their market value. The penalty for failure to make the 
required report was increased to $5,000. (Acts 1871, ch. 45.) 

Down to 1872 the life insurance companies and fire com- 
panies were taxed by the same method under identical stat- 
utes. In 1872 a separation was made, and from that year to 
the present time the two classes of companies have been sub- 
ject to slightly different methods of taxation. In the discussion 
that follows it will be clearly indicated whether the amend- 
ments apply to life companies, or fire companies, or both. 
Unless specifically otherwise stated, it may be assumed that 
previous provisions of law continue to apply to both classes 
of companies alike. 

The amendment of 1872 related to life companies. Tin 
basis of the tax is made the sum of the company's premium 
notes and the market value of all of its other assets, exclud- 
ing (1) its non-taxable bonds as before, (2) the amount of 
money held to pay ascertained losses, and (3) the amount d 
money required to pay town or city taxes in the State. The 
rate of the tax on this balance is lowered to i^ of 1 per cent 
(Acts 1872, ch. 88.) 

Another change relating to life companies appears in the 
Revision of 1875. Instead of deducting the amoiuit of mo/Bitj 
required to pay town and city taxes, such companies are direct- 
ed to deduct the amount invested in real estate in the Stite. 
(General Statutes, Revision of 1875, Title 12, ch. 5, sec. 16.) 

The law relating to life companies was again changed eb 
1875, by the provision that a company which is in part a stoi 
company, whose stock is otherwise taxable, may deduct frwi 
its assets subject to taxation the market Value of the assets he- 
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longing to its stock department. This tax is in lieu of all 
other taxes upon the assets of the company, except its taxable 
stock, and its real estate above the needs of the business. (Acts 
1875, ch. 18.) 

The law made other minor changes relating to life companies. 

(1) Instead of deducting the amount invested in real estate 
in Connecticut, it is the market value of such real estate which 
is to be deducted. (2) The date of making the required report 
is changed to on or before February 15, and the tax is payable 
on or before February 25. 

At the same time minor changes were made relating to both 
life and fire companies, (1) The deduction for investment in 
non-taxable bonds is stated to be the market value of such bonds. 

(2) The tax is now for the first time called a tax on the "cor- 
porate franchise." 

Provision for a gradual lowering of the rate of the tax 

ux>on life companies was made in 1881. The rate was fixed 

at % of 1 per cent, in 1882, 3-10 of 1 per cent, in 1883, and ^ 

of 1 per cent, thereafter. (Acts 1881, ch. 49.) 

No further changes were made until 1902. In the Revision 
of this year appears a minor change relating to both life and fire 
companies. The tax is said to be in lieu of all other taxesi upon 
each company's assets except taxes upon its real estate, etc., 
omitting the phrase "above what is necessary for its business." 
(General Statutes, Revision of 1902, sec. 2447.) 

The rate of the tax on fire companies was reduced to ^ 
of 1 per cent, in 1903. (Acts 1903, ch. 139.) 

The law relating to life companies was changed in 1903 
by providing that the tax should be computed without the for- 
mer deduction of taxable real estate from the assets, and 
should then be reduced by the amount of taxes paid on real 
estate in Connecticut during the past year. (Acts 1903, ch. 
184.) 

In 1911 the law previously relating to fire companies was 
extended to apply to all mutual insurance companies other 
than life compimies. (Acts 1911, ch. 60, ch. 70.) 



m. OPERATION OF THE PRESENT TAX SYSTEM 

The Companies Subject to the Tax and the Revenue in 
1912: — There were in 1912 six life insurance companies and 
eighteen fire and other insurance companies subject to the tax 
on mutual insurance companies. Of the life insurance com- 
panies, two — ^the Connecticut Mutual and the Phoenix Mutual 
— are purely mutual companies. The other four life insurance 
companies are engaged in non-participating as well as mutual 
insurance. These six large life insurance companies paid tax- 
es in 1912 aggregating over $422,000. 

^Of the other companies, fifteen are engaged in fire insur- 
ance. Th^ three others are the Hartford Coi^ity Tobacco 
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Orowers Mutual Insurance Company, the Mutual Plate Olan 
Insurance Company, and the Mutual Security Company. As 
compared with the great life companies, these are comparative- 
ly small companies. The total taxes paid by these eighteai 
companies in 1912 was less than $7,000, of which over $5,000 
was paid by two companies, the Hartford County Mutual Fm 
Insurance Company and the Middlesex Mutual Assurance Com- 
pany. The other thirteen companies together paid less than 
$1,400. On the next page is a list of the companies subject to 
the tax together with t£e data on which the tax is computed 
as of January 1, 1912, and the amount of the tax paid in 1912. 

The State Revenue in Past Years: — ^A statement showing 
the receipts of the State from taxes on mutual insurance com- 
panies from the introduction of the first law in 1851 down 
to 1912, is given in Appendix I. The statistics in the Appendix 
are reported separately for life and fire companies, the latter 
including all companies other than life. 



IV. OBinOISM OF THE PRESENT TAX SYSTEM 

A. LIFE COMPANIES 

Objections Urged Against the Present System: — Com- 
plaint against the present system of taxing mutual life insur- 
ance companies has been made to the Commission by repre- 
sentatives of the companies. The burden of this complaint 
is simply that the present tax is too great. Suggestions have 
been made from these representatives as to possible changes 
in the system. The complaint made, however, is not so much 
against the system as against the heavy burden of taxation 
imposed; and, where the Commission has received suggf^stions 
for a change in system, these suggestions have been frankly 
made with the idea of resulting in a lower burden of taxation 
rather than from any desire for a change of system for its own 
sake. In support of the claim that the present system results 
in an excessive burden of taxation upon the mutual life insur- 
ance companies, three main lines of argument have been pre- 
sented to the Commission. 

(1) The first of these is the argument that the business 
of life insurance is a peculiar one in that it is not engaged 
in for the purpose of money-making. It exists rather for the 
sake of protection to persons dependent upon the policyholder 
after he has passed away. It is further urged that the insur- 
ance business is an encouragement to thrift, prudence, and 
care for family and other dependents. Ai^ such it is argued 
that the insurance business deserves peculiarly lenient treat- 
ment from the State in the matter of taxation. This argument 
is even pushed to the extreme, when it is claimed that insur- 
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ance is really a purely charitable undertaking and should, 
therefore, not be taxed at all, being treated the same as other 
admittedly charitable or religious institutions. It should be 
stated, however, that those who have appeared before your 
Commission have not presented the argument in this extreme 
form. While admitting that the State of Connecticut is en- 
titled to some revenue from taxes on insurance companies, 
they have urged that these taxes should be moderate and not 
measured by the same standards as are applied to other kinds 
of wealth. 

(2) Secondly, the claim that the Connecticut taxation of 
insurance companies is excessive is based upon an analysis 
of the present system. Connecticut today taxes practically 
the total assets of her mutual companies. This systeim, it is 
urged, cannot be justified either witli respect to the ownership 
of these assets or the location of the wealth which they repre- 
sent. The assets of the companies belong to policyholders, the 
great majority of whom reside outside Connecticut. The great 
majority of the premiums collected by the Connecticut com- 
panies are drawn from other States. In the case of the Con- 
necticut Mutual Life Insurance Company, it is stated that the 
ratio is over 96 per cent, in each case. On the strength of tiiis 
fact the Connecticut companies are being taxed by the other 
States in which they do business. Taxation of the total assets 
would be justified only in case they were all held for policy- 
holders residing in Connecticut. 

It is also claimed that the Connecticut tax is unjustifi- 
able in view of the fact that the assets of the insurance com- 
panies merely represent titles to wealth, a large part of which 
is physically located outside the State of Connecticut. For 
these reasons it ijj claimed that the Connecticut system re- 
sults in flagrant double taxation and an excessive burden ux>on 
the companies. 

(3) A third line of argument in support of the claim 
that the present Connecticut taxation of insurance companies 
is excessive, is based upon a comparison of the Connecticut 
method with the taxes imposed by other States upon their 
own insurance companies ; in particular it has been urged that 
the great insurance companies of New York, Massachusetts, 
Pennsylvania, and Wisconsin are taxed by their home States 
far less severely than Connecticut taxes her own companies. 
Nevertheless, the Connecticut companies have to meet the ac- 
tive competition of their rivals from other States, and in this 
competition they find themselves seriously handicapped by 
the relatively heavy taxation imposed upon them. 

Examination of Objections — (1) Should life insurance be 
Taxed Willi Special Leniency?— In passing judgment upon the 
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^laim that the present system imposes an excessive burden of 
taxation, let us consider each of the above arguments in order. 
First of all, the Commission is frank to say that it is not im- 
pressed with the argument that the business of insurance is 
a charitable undertaking, which should be either entirely ex- 
empt from taxation or should be taxed at a greatly reduced 
rate on account of its peculiar character. Insurance is in no 
sense a charity. All that has ever been urge! as to the bene- 
ficial character and effects of insurance may be freely granted ; 
it does not follow that this business should be released from 
its fair share of the expenses of government. The business of 
farming is certainly no less important to the public welfare, 
and might urge the same claim for special favor. The same is 
true of any business whose products or services contribute to 
the satisfaction of important human wants, varying only as 
to the urgency of the want supplied. Beneficial as insurance 
undoubtedly is, there are many other industries of equal or 
greater importance to human welfare. 

That taxation of insurance is a burden placed upon pru- 
dence and thrift can hardly be denied. But so is any tax. The 
prudent, thrifty man, who accumulates wealth, is taxed, while 
the shiftless spendthrift escapes. It cannot be otherwise un- 
less we revolutionize the principles on which^all our taxation 
is based. Taxes must ever be an evil, but yet a necessary evil, 
which we bear as the price paid for the benefits of government. 

It is urged that the tax on insurance companies must be 
paid by their policyholders, and of the general truth of this 
statement there can be little question. This, however, is no 
argument against taxation of such companies. There is no rea- 
son why the citizen who invests his funds in life insurance 
should be exempt from taxation on such investment any more 
than if it were invested in any other line. The argument that 
such exemption should be granted for the reason that insur- 
ance is entered into for the sake of giving protection to one's 
family or other dependents is not strong. In the first place, it 
overlooks the fact that very much of modem insurance par- 
takes of the endowment character and is, therefore, in the 
nature of a real investment in that the policyholder frequently 
looks forward to withdrawing his funds for his own use. But 
this is apart from the real question. Expenditure for life in- 
surance is not the only expenditure which is in the interest of 
one's family and dependents; the great bulk of all of the ex- 
penditures of the head of the family are of that nature. It 
has never been recognized as a principle of taxation that ex- 
penditures for the benefit of one's family should be exempt 
from taxation or subject to a lighter burden. Even the claim 
that insurance pay^lents differ from all others in that they are 
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for the sake of giving protection to others, after the deafli 
of the policyholder, is not valid. We hear a great deal about 
insurance put by for the future for the protection of the widow 
and the orphan. As a matter of fact, all capital is put by 
for the future and may be just as well for the protection of 
the widow and the orphan as in the case of the insurance in- 
vestment. In the second place, tiiere is no sound principle of 
taxation to support the claim that investments or savings mack 
for the future protection of one's family should be taxed dif- 
ferently from other investments or savings. The situation 
might, indeed, be entirely changed if the basis of our tax sys- 
tem were not the general taxation of property. Under our 
present tax system, however, this claim for special exenq)tion 
of insurance companies cannot stand. In conclusion, therefore, 
the Commission is of the opinion that the problem of taxation 
of insurance companies is to be viewed in the light of an equit- 
able distribution of the burdens of government upon the citi- 
zens in accordance with their ability to pay, on the same prin- 
ciple which should govern the taxation of other kinds of 
wealth. 

(2) Does the Connecticut System Lead to Unfair Doable 
Tkkxatiion f — ^A second line of argument is that the taxation by 
Connecticut of the total assets of her insurance companies is 
unjust, for the reason that a great majority of these assets 
really belongs to persons residing outside the State, and also 
for the similar reason that the wealth represented by these 
assets is very largely located outside Connecticut. This tr- 
gument appears to be worthy of serious consideration. On no 
principle of taxation could we justify the taxation by one State 
of the total assets of its insurance companies held for citizens 
of other States at the same rate of taxation as imposed upon 
other kinds of wealth. For the same reason we can hanlly 
deny the right of other States to impose some taxation upon 
the insurance companies of Connecticut, based either upon their 
possession of wealth located in these other States, or upon 
their collection of premiums in the conduct of their business in 
such States. Taxation of the entire assets, at the average tax 
rate, by Connecticut, while at the same time making no allow- 
ance for taxes paid to other States, is obviously double tax- 
ation. 

It should, of course, be borne in mind in this connection 
that Connecticut does not, as a matter of fact, tax the assets 
of her insurance companies at the rate at which other wealth 
in tiie State is taxed. It has been estimated that wealth in 
general bears a burden equal to about 1 per cent, of its true 
value under the general property tax. Evm if we assume that 
most of the assets of the insurance companies would be en- 
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titled to taxation at the four mill rate, we would still have a 
rate much higher than the rate of ^ of 1 per cent, which is the 
present rate of the State tax on the assets of insurance com- 
panies. The mere fact, therefore, that Connecticut taxes her 
insurance companies on assets held for non-residents, does not 
necessarily prove that the resulting tax is excessive. This was 
virtually admitted by the representatives of the companies 
themselves, when they offered as their main suggestion merely 
liie reduction of the rate while leaving the present basis of 
the tax unchanged. 

It might be claimed that the present tax on insurance com- 

Eanies is excessive when compared with the tax on savings 
anks. Savings banks also pay a tax of ^ of 1 per cent, on 
what amounts to the .bulk of their assets, and savings banks 
normally pay no taxes to other States. The burden of taxation 
upon the insurance companies is therefore greater to the ex- 
tent of the taxes paid to other States. But as will be shown 
in Chapter IX, savings banks have some claim to special leni- 
ency on the ground that they exist especially to serve the poor. 
Even this argument must not be pushed to the extreme. Still 
it does offer some reason for specially moderate taxation of 
savings banks. The insurance companies do not have this 
ground for leniency, at least not in the same degree. Savings 
banks are also limited by the State as to the character of their 
investments, which offers some reason for a light State tax. 

A reasonable solution of this problem must come there- 
fore from inquiring what method of taxation and what rates 
will result in placing upon the insurance companies a tax bur- 
den not greater than that borne by similar investments held 
by private individuals. To this end we must take account of 
the total taxes paid by the companies outside Connecticut as 
well as within. To show what the total burden of State tax- 
ation actually amounts to, the following calculation has been 
made. 

MUTUAL LIFE INSURANCE COMPANIES OP CONNECTICUT 

(FIOUBES AS OF JANUARY 1, 1012.) 

Total Market Value of Assets $ 278,667,066.99 

Statutory Deductions 96,237,706.61 

Balance Subject to Taxation 182,419,359.48 

Deduct all Real Estate Owned 6,136,583.80 

Balance Subject to State Taxation 176,282,776.68 

Tax on Above at 0.4% 705,131.10 

Net Tax Paid to State of Connecticut 422,492.38 

Taxes Paid to Other States 287,239.68 

Totia Taxes Paid 709,732.06 

EXPLANATION OF THE ABOVE CALCULATION 

The figures for the above calculation have been obtained 
from the published reports of the State Insurance Commissioner 
and the Tax Commissioner, and from reports made by the com- 
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panies directly to this CommisBion. The calculation relates to 
mutual insurance only. In the case of companies writing also 
non-participating insurance, a separation of the mutual business 
has been made. In a few cases it has been necessary to make 
estimates for the reason that an exact separation between par- 
ticipating and non-participating business was not possible. 

We start with the sum of the market value of the assets of 
all of the life insurance companies of the State as reported to 
the Tax Commissioner for purpoites of taxation. This sum rep- 
resents all assets, both stock and mutual departments. We next 
deduct the statutory deductions as published by the Tax Com- 
missioner. Since these deductions include all assets belonging 
to the stock departments, in addition to any non-taxable assets, 
the balance remaining represents the amount of assets subject 
to ta:^ition according to the Connecticut system as belonging. to 
purely mutual insurance. From this sum we deduct the total 
value of all real estate owned, on the assumption that real estate 
is taxed locally. The balance is the amount properly subject to 
State taxation in Connecticut and other States. The next line 
represents the amount of the tax upon this sum at the rate of 
4 mills. We then add to the total tax paid by mutual insurance 
companies to the State x)f Connecticut the total amount of taxes 
paid in other States properly assignable to mutual business. This 
last amount does not include real estate taxes nor the federal 
corporation tax. The sum of these two amounts then represents 
the total amount of State taxation properly assignable to mutual 
business. 

The above calculation shows that the total amount of taxes 
paid to Connecticut and other States by mutual life insurance 
companies of Connecticut is almost exactly equal to a tax upon 
their taxable assets at the rate of 4 mills. Your Commission 
has performed a similar calculation for each of the companies 
individually, with much the same result. Briefly stateo, the 
taxes paid by the Connecticut Mutual Life Insurance Company 
are about $18,000 less than a tax of 4 mills upon the company's 
taxable assets. All of the other companies are paying slightly 
more than the amount of the 4 mill tax, the excess in each case 
being approximately as follows : 

Phoenix Mutual Life Insurance Go. $11,000 

JEtna. Life Insurance Co 6,000 

Oonnecticut General Life Insurance Go 1,000 

Travelers Insurance Go ; 400 

' Hartford Life Insurance Go 4,000 

We may conclude, therefore, that Connecticut's present 
tax system, together with all the taxes imposed by other States, 
imposes a burden upon the mutual life insurance companies 
bafely in excess of what they would pay if subject to a single 
tax of 4. mills upon their taxable assets. Of course, it does not 
follow from this that Connecticut's tax is not too high. It may 
be merely balanced by lenient taxation in other States. It does 
prove, however, that the burden imposed by Connecticut's pres- 
ent tax system is not on its face excessive, even when full ac- 
count is taken qt the taxes paid in other States. 
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(3) Are the Connecticut Companies Subjected to an Un- 
fair Burden in Competition with Companies of Other States? — 

The two arguments against the present taxation of mutual life 
insurance companies thus far considered have been somewhat 
theoretical, the claim being that, judged by any fair standard, 
the taxes paid by the companies are absolutely too high. That 
this claim is not supported by the facts has been shown. The re- 
maining argument is of a more practical character, seek- 
ing to diow that whatever may be said of the absolute justice of 
the present system, its actual result is discrimination against 
the Connecticut companies as compared with their rivals char- 
tered by other States. This claim deserves a fair consideration. 

We have already shown, on theoretical grounds, the fallacy 
of the claim that insurance companies should be taxed in a 
specially lenient way. As a matter of fact, however, this idea 
is actually held by many persons; moreover it has governed 
the legislation of many of the States, including even that of 
Connecticut. If it can be shown that the great insurance com- 
panies of other States, with which our Connecticut companies 
have to compete, are actually subject to a relatively light bur- 
den of taxation in their home States, it is entirely possible 
that injustice may be done to Connecticut companies by a sys- 
tem of taxation which might otherwise be entirely justifiable. 
If such be the case, then the Connecticut companies would ap- 
pear to have a fair claim to consideration. 

To determine the facts in the case, we may examine the 
tax laws of three or four of the States in which are located the 
other large insurance companies of the country. 

(a) Massachusetts taxes her mutual life insurance com- 
panies by means of an excise tax of i/4 of 1 per cent, upon the 
net value of all policies in force held by residents of the com- 
monwealth. This is clearly a very small tax when compared 
with Connecticut's tax of l^ of 1 per cent, on practically the 
total amount of the assets of the companies. 

Take as an example the Connecticut Mutual Life Insurance 
Company. This company paid in 1912, to the State of Connecti- 
cut, $136,454, whereas, if the Massachusetts law had been in force 
in Connecticut, its tax to the State would have been about $6,000. 
Looking at the matter in the opposite way, we may tak^ as an 
example the Massachusetts Mutual, which paid to Massachusetts 
in 1912 taxes of about $18,000. Had the State of Massachusetts 
used the Connecticut system, the taxes of this company would 
have been about $133,000. 

Further evidence is shown in the following figures in which 
a comparison is made between the Phoenix Mutual Life Insur- 
ance Company of Connecticut and three Massachusetts mutual 
companies, namely, the Massachusetts Mutual, the State Mutual 
«nd the New England Mutual. This comparison includes all 
taxes paid except real ei^tate taxes. 
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Tax paid by three Massachusetts companies $ 428,€2S 

Tax paid by Phoenix Mutual 140,242 

Admitted assets of three Massachusetts companies . 161»S89,^ 

Admitted assets of Phoenix Mutual 32,322,125 

Premiums of three Massachusetts companies 22,811^891 

Premiums of Phoenix Mutual 5,038,S2S 

Dividends of three Massachusetts companies 3,958,032 

Dividends of Phoenix Mutual 684,491 

From these figures will be found the following ratios tot 
comparison: 

Ratio of taxes to assets Massachusetts companies . . .0927 

Ratio of taxes to assets Phoenix Mutual .0043 

Ratio of taxes to premiums Massachusetts companies .019 

Ratio of taxes to premiums Phoenix Mutual .028 

Ratio of taxes to dividends Massachusetts companies .108 

Ratio of taxes to dividends Phoenix Mutual .205 

(b) New York taxes her domestic insurance companies 
even more leniently than Massachusetts, imposing upon them 
merely an annual franchise tax amounting to 1 per cent, of the 
gross amount of premiums received for business done in the 
State, less dividends. 

Take as an example again the Connecticut Mutual Life In- 
surance Company. This company paid in 1912 to the State of 
Connecticut, $136,45^, whereas, if the New York law had been 
in force in Connecticut, its tax to the State would have been only 
about $2,000. Or, from the opposite viewpoint, we may take the 
Mutual Life Insurance Company of New York, which paid to 
New York in 1912, taxes of about $8,000. Had the State of New 
York used the Connecticut system the taxes of this company 
would have been about $1,100,000. 

Further evidence is shown in the following figiu*e8, in whidi 
a comparison is taiade between the Phoenix Mutual and three 
New York companies, namely, the Equitable, the Mutual Life, and 
the New York Life. This comparison excludes real estate taxes Ib 
all cases: 

Taxes paid by three New York companies $ 2,345,430 

Taxes paid by Phoenix Mutual 140,243 

Admitted assets of three New York companies .. 1,764,190,608 

Admitted assets of Phoenix Mutual 32,322,126 

Premiums of three New York companies 191,179,673 

Premiums of Phoenix Mutual 5,038323 

Dividends of three New York companies 43,054473 

Dividends of Phoenix Mutual 684,499 

From these figures will be found the following ratios for 
comparison: 
Ratio of taxes to assets in New York companies . . .0013 

Ratio of taxes to assets in Phoenix Mutual .0043 

Ratio of taxes to premiums New York companies . . .012 

Ratio of taxes to premiums Phoenix Mutual .028 

Ratio of taxes to dividends New York companies . . .054 

Ratio of taxes to dividends Phoenix Mutual .205 

(c) Pennsylvania imposes a tax npon her domestic com- 
panies of 8 mills on the amount of gross premiums received 
from residents of the State. In addition thereto, the inverted 
assets of mutual companies are taxed at the rate of 4 milb, 
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with certain considerable deductions. The Pennsylvania law 
is one of the most severe outside of Connecticut. For example, 
the Connecticut Mutual Company if subjected to the Pennsyl- 
va^iia system, would pay just about the same as under the Con- 
necticut law. 

(d) Wisconsin taxes her mutual life insurance companies 

3 per cent, upon gross premiums received from residents of 

the State, and 3 per cent, on all investment income, less rents 

and certain other deductions. This means a somewhat lighter 

tax than imposed by the Connecticut law. 

For instance, the Connecticut Mutual Company, which paid 
in 1912 to the State of Connecticut, $136,454, would have paid, if 
taxed according to the Wisconsin law, about $98,000. The North* 
western Mutual paid to the State of Wisconsin in 1910, taxes 
amounting to $482,000. If such company had been taxed under 
the Connecticut law, its tax would have amounted to about 
$637,000. 

From the above facts it is evident that Connecticut im- 
poses a considerably heavier burden upon her mutual life in- 
surance companies than is imposed on their own companies by 
certain other States in which are located most of the chief 
comi>etitors of the Connecticut companies. This heavier bur- 
den must tend to increase the cost of insurance in the Connecti- 
cut companies. The Connecticut companies have to meet the 
competition of the other great insurance companies of the 
country, and if they are subject to a relatively heavier burden 
of taxation the result tends to unfairly burden them in this 
competition. On the other hand, we must not overlook the fact 
that the Cojinecticut companies have flourished and apparently 
held their own in competition with other companies. That 
Connecticut's tax system is not a fatal handicap is proved by 
the very fact of the rapid growth and flourishing condition of 
the companies affected ; for whatever this handicap may be, the 
companies have been living under it for a good many years. 
The present tax system is no new thing. It has been in effect 
since 1884, and before that time the rate was even higher. 
However, such reasoning merely goes to prove that the situa- 
tion is not desperate. It does riot prove that there is not a 
discriminating burden upon the Connecticut companies due to 
the taxation which they have to bear. 

Conclusions from Criticism of the Present System : — ^From 
all the foregoing evidence we conclude that the burden imposed 
by the Connecticut tax system upon her mutual life insurance 
companies, while not excessive absolutely, is relatively heavy 
when compared with the taxation of domestic companies by 
other States. It would appear that some reduction 
in the burden of taxation was warranted, if for no other 
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reason, in order to place the Connecticut companies on a 
more equitable footing in their competition with the insur- 
ance companies of other States. In addition to the desirability 
of some reduction in the burden of taxation, your Commission 
is also of the opinion that a change in the basis of taxation 
is desirable. Connecticut, in taxing insurance companies up- 
on the value of their assets, is following a system diflEerent from 
that employed by a majority of the other States. The general 
superiority of earnings as a measure of tax-paying ability has 
been discussed, and the advantage of the tax on earnings ap- 
plies to insurance companies as well as to other corporations. 
No other index so truly measures the real worth of a company, 
or its ability to pay taxes, as the amount of its earnings ; the 
tax upon earnings is the most common method at present em- 
ployed by the other States in taxing insurance companies. A 
change in the Connecticut system to the earnings basis would 
place the taxation of insurance companies in harmony with the 
methods recommended for the taxation of the public service 
corporations and would also place Connecticut more in line 
with the other States in the taxation of insurance companies. 



B. INSURANCE OOBIPANIES OTHER THAN UFE 

The discussion so far has related to life companies only. 
Although mutual fire and certain other mutual companies are 
taxed under almost the same system, no complaint has reaeied 
your Conmiission from these companies. With two exceptions 
the companies are quite small. Their business is confijied al- 
most wholly to the State of Connecticut. They do not face 
the question of taxation by other States, which has been shown 
to be so serious a niatter for the life companies. The matter 
of competition with the companies of other States is also of 
no great importance. Furthermore, these companies have rela- 
tively small assets, and their taxes under the present system 
are correspondingly light. It is evident, therefore, that the 
criticism of the present system which has been discussed under 
the head of ''life companies" does not apply to the oth^ 
companies. 

If, however, a change is to be made in the method of tax- 
ing mutual life insurance companies, the same plan should if 
possible be applied to other companies for the sake of the ob- 
vious advantages of uniformity. 

A minor defect in the present statute has been brought 
to the attention of the Commission by representatives of the 
mutual fire insurance companies. The mutual companies other 
than life are required by the present law to deliver their re- 
ports to the Tax Commissioner on ox before January 20, stating 
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the required facts as of December 31. They are required' to 
report to the Insurance Commissioner on February 10. They 
find it necessary to make up the latter report before they can 
prepare the report for the Tax Commissioner. The time be- 
tween January 1 and January 20 is so short that the companies 
are put to great inconvenience in preparing their reports on 
time. They have asked that the time be ektended. 

This request seems reasonable to the Commission, and 
there also appears to be no good reason why reports from all 
mutual insurance companies should not be received on the 
same'^date. It is accordingly recommended that the dates for 
making the reports and paying the tax by insurance companies 
other than life be extended to February 15 and February 25 
respectively. These are the dates at present in force for 
mutual life insurance companies. 



V. ^ THE TAX ON INCOME RECOMMENDED 

The Problem to be Met : — The considerations which have 
been presented lead to the conclusion that the present system 
of taxing mutual insurance companies upon the value of their 
assets should be given up, and in its place should be substi- 
tuted a tax based upon earnings. The new system should 
be so devised as to somewhat relieve the present burden of 
taxation upon the life companies. While some reduction in 
the burden of taxation is due the life companies, it by no 
means follows that Connecticut is entitled only to her share 
of the earnings of her own companies on the basis of earn- 
ings received or business conducted in Connecticut as com- 
pared with the total earnings or business of the companies. 
Connecticut is a small State; her life insurance companies 
do business all ovel* the United States, and the business done 
by them in the State of Connecticut is only a small fraction 
of their total business. Were Connecticut to claim no greater 
right of taxation than is to be fairly admitted to other States, 
the revenue thus derived would be an insignificant fraction 
of what is received today. Moreover, the Connecticut com- 
panies enjoy the advantages of incorporation imder the laws 
of Connecticut, and no one could fairly deny that this fact 
gives to the State some claim for revenue from her own com- 
panies beyond what another State could assert. The State can- 
not at present afford a great sacrifice of revenue. These prac- 
tical considerations must necessarily enter into any plan pro- 
posed even though it be at the cost of some departure from 
theoretical perfection. 

In seeking to determine some method of taxing mutual 
insurance companies which, while being as nearly correct 
12 



162 REPORT OP SPBCIAL TAX COMMISSION 

in* theory as possible, would yet take account of the pra& 
tical need of the State for revenue and the claim of the life 
companies for a reduction in their tax burden, your Commis- 
sion has concluded that the following method meets. the ^^ 
quirements as nearly as can be devised: 

The Plan Proposed: — ^It is recommended that all mutual 
iiisurance companies be taxed upon their gross receipts from 
investments (i. e., gross interest and rents) plus their 
premiums from Connecticut business. Under this proposed 
plan Connecticut would assert to herself the right to tax all 
of the investment earnings of her own companies, while claim- 
ing the right to tax only such income from premiums as was 
received on account of Connecticut business. This would leave 
to other States the taxation of premiums collected upon busi- 
ness within their borders without involving double taxation of 
premium income. The income taken as the basis of taxation, 
should be strictly gross. This statement is made with perfect 
understanding of the fact that it is net income and not gross 
that perfectly measures tax-paying ability. The basis of gross 
earnings is selected here for the same reasons that have been 
discussed at some length to explain the choice of gross earnings 
for the taxation of public service corporations. (See Chapter 
I.) Net earnings involve many complications, such as varia- 
tions in bookkeeping practice and judgment as to matters of 
fact, and are, therefore, undersirable as a tax basis. Gross 
earnings are a definite fact about which there can never be dis- 
agreement or necessity for the exercise of personal judgment. 

In order to further simplify the method the Commission 
recommends that no deduction be made for taxes on real es- 
tate ; that the real estate of the companies in Connecticut be 
subject to local taxation as heretofore but without deduction 
from the tax paid to the State. In the case of companies 
which have both a mutual and a stock department there should 
be deducted from the total gross income from investments and 
Connecticut premiums the part of such income which properly 
belongs to the stock department. Such deduction is necessary 
for the reason that stock insurance companies are subject to 
taxation upon their shares of stock. 

The Bate of the Tax:— In seeking to determine a fair rate 
for the tax upon earnings as defined above, the Commission 
has sought to find a rate which during the first year of flie 
operation of the new system would not greatly reduce the rev- 
enue of the State from the taxation of mutual insurance com- 
panies. It realizes that this result is to be obtained only by 
a fairly high rate as compared with the taxation of insurance 
companies in other States. It also realizes that this rrault 
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takes inadequate account of the admitted desirability of some 
reduction in the burden of taxation upon life companies. The 
Commission therefore proposes that there shall be a gradual re- 
duction in the rate of the tax during a period of years follow- 
ing the enactment of the new system until a rate is reached 
which may fairly measure the burden of taxation which the in- 
surance companies should be asked to bear permanently. It is 
to be expected that the natural growth of the companies will so 
increase the basis of the tax that this gradual reduction may be 
allowed without resulting in a serious or sudden decrease in 
the revenue of the State. 

The following table shows the data on which the tax 
would be computed according to the system proposed by the 
Commission. The figures are the totals for all mutual insur- 
ance companies, as of January 1, 1912. 

BASIS OF THE PROPOSED TAX SYSTEM 

Life other 

Oompanief. Oompsnief. Total. 

Total Gross Interest and 

Rents $8,782,229.89 $136,170.01 $ 8,917,399.90 

^Premiums on Connecticut 

Business 1,183,395.34 326,086.54 1,509,481.88 



Total Taxable Income ..$9,965,625.23 $461,256.55 $10,426,881.78 

In obtaining the figures in the above table it has been nec- 
essary to make a separation of- the income belonging to par- 
ticipating business of those companies which do both partici- 
pating and non-participating business. In a few cases estimates 
have been necessary where the exact separation could not be 
made. / 

The total taxes paid to the State by the mutual insurance 
companies in 1912 amounted to $429,323.50. In order to obtain 
approximately the same revenue, the rate under the pro- 
posed plan would have to be 4 per cent., which would pro- 
duce a total revenue of $417,075.27. 

Starting with a rate of 4 per cent, in the first year, the 
rate might properly be reduced by % of 1 per cent, in each 
following year until a rate of 3 per cent, were reached. The 
rate of 3 per cent, should then remain in force permanently. 
It is believed by your Commission that a rate of 3 per cent, 
upon the basis recommended would impose a reasonable bur- 
den of taxation upon the companies. 

Probable Result of the Proposed Plan: — The effect of the 
plan proposed uppn the two classes of companies is shown 
in the following table, the amount of the tax under the pro- 
posed plan being what would have been paid if that plan had 
been in force in 1912. 
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Life Other 

Companies. Compftnies. Total. 

State tax paid in 1912. . .$422,492.38 $ 6,831.12 $429,323.50 

Tax under proposed plan 398,625.01 18,450.27 417,075.27 

Increase (-f). Decrease (-) -23,867.37 -j- 11,619.15 -12,248.23 

It will be seen that the plan accomplishes fairly the re- 
sults that were sought. With only a small initial reduction in 
the State's revenue some substantial relief has been given the 
life companies. It is true that the change to a tax on income 
will mean a considerable increase in the taxes paid by the mu- 
tual companies other than life. This increase, however, can 
scarcely be held unjust. Under the present system these com- 
panies bear a very light burden of taxation. The eighteen 
companies paid together less than $7,000 in 1912. One com- 
pany paid 22 cents, another 47 cents, and the largest amount 
paid by a single company was barely over $3,000. The pro- 
posed change will bring the total taxes on these companies up 
to a little over $18,000. This appears to be a large increase 
relatively, but the absolute amount is still small. There is 
no reason why these companies should not bear the same kind 
of tax as the life companies, particularly in view of the fact 
that they pay practically no taxes in other States. 

As regards the future State revenue it is probable that 
the normal growth in the business of the companies will be 
such as largely to offset the annual reduction in the rate, so 
that the actual revenue received will not be greatly diminished 
from year to year. After the final rate of 3 per cent, has been 
reached, further growth in the business of the companies will, 
of course, lead to a proportional increase in the State's rev- 
enue. 



VI. TAXATION OF INSURANCE COMPANIES IN 

OTHER STATES 

There is little uniformity in the methods employed by the 
various States in the taxation of insurance companies, and de- 
tails of the statutes are exceedingly complicated and confus- 
ing. The following is a brief general summary of the 
principal methods employed in the taxation of domestic insur- 
ance companies. 

The most common basis is some form of taxation upon 
premiums. In twenty-four States the tax on premiums is the 
most important tax on insurance companies. Ten other States 
impose taxes on premiums in combination with other kinds of 
taxes. Next to the tax on premiums the most important 
method is the tax upon stock, (limited, of course, to stock com- 
panies)! ^^^ method is used in ten States. 

The majority of the States still impose ad valorem taxes 
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upon the property of insurance companies, in a few States upon 
all of the property, but generally upon tangible property or 
real estate only. In most of these States the ad valorem taxes 
are merely supplementary, the basis of the system being some 
other tax. 

Some fifteen States impose various kinds of special taxes 
upon insurance companies, though in no case is such special 
tax the principal tax. 

In the majority of the States there is no difference made 
in the tax system between stock and mutual companies. Where 
there is a distinction made, mutual companies as a rule are not 
subject to quite so heavy a tax burden as stock companies. 
Apart from that no general rule appears in the distinctions 
made between the two classes of companies. 



Vn. SUMMARY OF RECOMMENDATIONS 

The Commission recommends that the present method of 
taxing domestic mutual insurance companies be abandoned, 
and that in its place a corporate franchise tax be imposed 
measured by the sum of the total gross interest and rents, and 
the premiums on Connecticut business. It recommends that the 
Tate be 4 per cent, in the first year after the enactment of the 
law, and that the rate be reduced by >^ of 1 per cent, in each 
succeeding year until the rate becomes 3 per cent., which shall 
remain the permanent rate thereafter. Under this system there 
should be no deductions allowed from the sum of gross interest 
and rents and premiums on Connecticut business. It is recom- 
mended that the companies remain subject to local taxation 
on their real estate as at present, but without allowing any 
deduction therefor from the State tax. 

It is recommended that the dates on which mutual insur- 
ance companies .other than life are required to make their re- 
ports to the Tax Commissioner and to pay the State tax be 
changed to February 15 and February 25 respectively, thus 
agreeing with the dates as fiied in the present statutes for 
mutual life insurance companies. 



CHAPTBE JX 
SAVINGS BANKS 

OENEBAL SUMMARY OF CHAPTEB 

I. The Present Method of Taxation in Connecticut:— 
Savings banks and savings departments of banks and trust 
companies are at present taxed by the State % of 1 per cent, 
upon their deposits, after deducting (1) the amount invested in 
certain tax-exempt securities, and (2) a lump sum of $50,000 
for each bank. From the tax is deducted the amount of real 
estate taxes paid in the State. 

II. Historical Development of the Law : — The first law im- 
posing a special State tax on savings banks was enacted in 1851. 
The tax was 1-8 of 1 per cent, of their deposits. The rate has 
been changed several times. It was raised to 3-16 of 1 per 
cent, in 1857, to % of 1 per cent, in 1859, ^ of 1 per cent, in 
1862, and % of 1 per cent in 1864. In 1873, the rate was made 
^ of 1 per cent, on deposits loaned on real estate, and 1 per 
cent, on other deposits. The rate was reduced to % of 1 per 
cent., and the distinction in favor of real estate loans aban- 
doned, in 1877. In 1878 the rate was made ^ of 1 per cent., the 
present rate. The privilege of deducting a lump sum was first 
granted in 1875, the amount being $10,000, which was raised to 
$50,000 in 1878. Building associations were made subject to 
the law in 1857 at a slightly higher rate than savings banks 
(^ of 1 per cent.). The rate was made the same as for sav- 
ings banks in 1859, but in 1875 building associations were 
omitted from the law. 

m. Operation of the Present Tax System : — There are at 
present 100 institutions subject to the tax, consisting of 87 
savings banks and 13 trust companies with savings depart- 
ments. The total receipts from the tax in 1912 were $660,- 
194.98. » 

IV. Criticism of the Present Tax System : — The present 
system is in the main satisfactory. It is certain, simple, easy 
to administer, and moderate as to its amount. It would be 
ail advantage to amend it by allowing the exemption of sums 
loaned on Connecticut real estate. The law has also certain 
minor defects which the Conmiission reconmiends should be 
remedied. 

V. Taxation of Savixigs Banks in Other States:— The 
methods of taxing all banking institutions in other States are 
summarized briefly in Chapter VII. 

VI. Becommendations : — The Commission recommends 
that the present method of taxation be amended by allowing 
(in addition to present deductions) the deduction from the 
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amount of taxable deposits of the amount invested in loans 
on Connecticut real estate, and that the rate of the tax be in- 
creased to 0.4 per cent. It is also recommended that, instead 
of deducting real estate taxes from the tax on deposits, the 
assessed value of real estate be deducted from the deposits, 
and that the date for making the report to the Tax Commis- 
sioner be changed to October 15, the statements to be as of 
October 1. The result of these recommendations would be to 
increase the revenue of the State by about $25,000. 

I. THE PSESENT METHOD OF TAXATION IN 

OONNBOTICUT 

Coimecticut taxes savings banks upon their deposits. 
Every savings bank is required to pay an annual tax upon 
^'its corporate franchise" computed as follows: From the 
amount of its deposits, exclusive of surplus, is deducted (1) 
the amount which it has invested in bonds of the State of 
Connecticut, (2) the amount invested in bonds issued by a 
town or city of Connecticut in aid of the construction of cer- 
tain railroads, which bonds are exempt from taxation, (3) the 
market value of the stock of banks and trust, insurance, in- 
vestment, and bridge companies, (which corporations pay to 
the State a tax on their stock) which the savings bank owned 
on April 1, 1901, and has owned continuously since then, and 
(4) a lump sum of $50,000. The tax is ^4 of 1 per cent, upon 
the balance remaining, less the amount of taxes payable on its 
real estate in Connecticut during the past year. Banks and 
trust companies having savings departments are subject to 
the same tax upon their savings deposits. 

Each institution must report the facts as above, annually, 

to the Tax Commissioner, these reports being examined and 

corrected, if necessary, by the State Board of Equalization. 

This tax is in lieu of all oilier taxes upon the bank, its deposits 

or its surplus, except upon its real estate, which is subject 

to taxation where located. Savings bank deposits are exempt 

from taxation in the hands of the owners. (Gen. Stat., sec. 

2422, as amended by Acts 1903, ch. 189; sec. 2334, as amended 

by Acts 1905, ch. 157; sec. 2441, 2465; Acts 1907, ch. 85, 204.) 

The report required must be a sworn statement, must be 
delivered on or before January 10, of each year, and must show, 
in addition to the facts as above, a specific list of all real estate 
assessed against the bank, these facts being as of January 1, 
last The reports from banks and trust companies having sav- 
ings departments are required on or before October 1. Such 
institutions must report also the securities in which their sav- 
ings deposits are invested. The tax must be paid, % on or before 
January 20, and ^ on or before July 20; For failure to make 
the required report, the responsible officer is subject to a penalty 
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of $600; for failure to pay the tax, the corporation shall forfeit 
twice the amount of the tax due. 

The Board of Equalization is required to meet each year 
on the first secular day after the expiration of the time for mak- 
ing reports by savings banks to examine and correct such returns 
and to hear any party making such returns. If any such returns 
are not made or are erroneously made, the Board is required 
to make up the return on the best information it can obtain. 
This return is reported to the bank concerned. It is final, and 
the taxes are to be paid on it. 



n. HISTORICAL DEVELOPMENT OF THE LAW 

The special taxation of savings banks by the State of 
Connecticut goes back to 1852. In that year a law was enact- 
ed imposing upon savings banks a tax of J^ of 1 per cent, upon 
their deposits, this tax being in lieu of all other taxes upon 
the institution or its depositors. (Acts 1851, ch. 47.) 

The law applied to all savings banks and savings associa- 
tions established in the State. The bank was required to report, 
by a sworn statement, within the first ten days of July of each 
year, the amount of its deposits on that day. The tax was pay- 
able at the same time. 

Several amendments to the law were made in 1857. (1) 
The law is made to apply also to building associations. (2) 
Savings and building associations are required to pay a tax of 
^ of 1 per cent, upon their deposits and stock ; savings banks 
are required to pay 3-16 of 1 per cent, upon their deposits. (3) 
It is specified that real estate above what may be required 
by the bank or association for the conduct of its business shall 
not be exempt from taxation. (4) The tax is in lieu of all 
other taxes upon the institution or its deposits or stock. (Acts 
1857, ch. 64.) 

An act of 1859 raised the rate of the tax on savings banks 

by making the rate of % of 1 per cent, apply to all savings 

banks and savings and building associations. (Acts 1859, ch. 

67.) 

The same act provided that the tax should be paid % on or 
before July 15, and i^ on or before January 15. (Acts 1859, 
ch. 67.) 

In 1862 the rate was doubled, becoming ^ of 1 per cent. 
(Acts 1862, ch. 55.) 

This act further required the State Board of Equalization to 
examine and correct the statements required of the institutions 
and, if necessary, make out the required statements them- 
selves from the best knowledge they could obtain, this state- 
ment to be final. 

The same act made certain minor changes: (1) The re- 
quired report is to state the facts as of July 1 last; (2) the 
dates for paying- the tax are changed to July 20 and January 20 
respectively. (Acts 1862, ch. 56.) 
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In 1864 the rate was again increased, this time to % of 

1 per cent. (Acts 1864, ch. 74.) 

This law provided a penalty of $500 for failure to make the 
required report; for failure to pay the tax, a penalty of twice the 
amount of Uie payment due. 

In 1869 a statute was passed which exempted from taxa- 
tion in the hands of their holders all bonds issued by a town or 
city of Connecticut in aid of the construction of certain rail- 
roads, or issued to subscribe for stock in such railroads; the 
railroads themselves being taxed by the State upon the amount 
of such bonds and stock' as soon as the sums so obtained had 
been expended for railroad construction. (Acts 1869, ch. 10.) 
In accordance with this law, the savings bank act was amended 
by allowing the savings banks and building associations to de- 
duct from their deposits and stock subject to taxation (1) 
the amount invested in bonds of the State of Connecticut, and 
(2) the amount invested in town and city bonds issued in aid 
of railroad construction as above. (Acts 1869, ch. 43.) 

In 1873 a change was introduced which made a distinc- 
tion between deposits loaned on real estate security and other 
investments. The tax was made V^ of 1 per cent, on the 
amount of deposits loaned on real estate security, and 1 per 
cent, on all other deposits after making the deductions as 
before. (Acts 1873, ch. 73.) 

Building associations were omitted from the law in the 
Revision of 1875, so that from this time on the law applies 
only to savings banks, this term being defined, however, to 
include also ** societies for savings and savings societies." 
(General Statutes, Be v. of 1875, Title 12, ch. 5, sec. 4; also 
Title 22, sec. 8.) 

An amendment of 1875 allowed each bank to deduct from 

its deposits subject to taxation, in addition to the deductions 

already permitted, also the amount of its investment in real 

estate liable to taxation in Connecticut. Furthermore, any 

savings bank haying deposits of less than $50,000 was allowed 

to make a further deduction of a lump sum not to exceed 

$10,000. (Acts 1875, ch. 46.) 

This statute for the first time defined the tax as a tax on 
the "corporate franchise" of the institution. (Acts 1875, ch. 46.) 

The law was amended in 1877 by omitting the distinction 
in favor of deposits loaned on real estate security, and mak- 
ing the tax % of one per cent, on the amount of deposits ex- 
elusive of surplus, with the same deductions as before, except 
that the authority given in 1875 to small banks to deduct 
$10,000 is now withdrawn. (Acts 1877, ch. 153.) 

The next year (1878) the rate of the tax was further re- 
duced to % of 1 per cent. Moreover each bank was allowed 
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to deduct the sum of $50,000 from its deposits subject to tax- 
ation in addition to the other deductions previously allowed. 

(Acts 1878, eh. 64.) 

This act also changed the time of making the required re- 
port to on or before January 10, the payment of the tax to be 
^ on or before January 20, and % on or before July 20 as be- ^ 
fore. (Acts 1878, ch. 64.) 

A statute enacted in 1901 required banks and trust, in- 
surance, investment, and bridge companies to pay a tax to the 
State upon their shares of stock, and exempted the owners of 
their stock from taxation. (See CSiaptQr VII.) The same law ac- 
cordingly provided that deposits of savings banks invested on 
April 1, 1901, in such stocks should be exempt, so long as thus 
invested, to the amount of the market value of such shares 
as determined by the Board of Equalization. (Acts 1901, 
ch. 106.) 

The Revision of 1902 contains one important change. In- 
stead of directing the deduction of deposits invested in real 
estate liable to taxation in Connecticut, the tax is now to be 
computed without such deduction and then reduced by the 
amount of taxes payable on such real estate during the past 
year. (General Statutes, Revision of 1902, Sees. 2422, 2334.) 

In 1907 the law was extended to apply to banks and trust 
companies having savings departments. (Acts 1907, ch. 85.) 



m. OPERATION OF THE PRESENT TAX SYSTEM 

Institutions Subject to the Tax and the Revenue in 191S: 
—There were in the State of Connecticut, in 1912, 87 sav- 
ings banks and 13 trust companies operating savings depart- 
ments, making a total of 100 institutions subject to the say- 
ings bank tax. Fi*om .these institutions the State treasury 
received in 1912 taxes amounting to $660,194.98. The figures 
upon which the tax is computed and the total amount of the 
tax for each class of institutions separately, and for both 
classes together, are shown in the following table : 

TAX ON SAVINGS INSTITUTIONS, 1912 

FIOUBES AS OF JANUARY 1, 1912. 

Sayinfs Tnut Co. ToUl All 

Banks. Sarinfs Dept. Inatitntioas. 

Total Deposits $290,531,026.27 $6,397,676.16 $296,928,701.42 

Statutonr Deductions 13,077,226.00 650,000.00 13,727,226.61 
Real Estate Taxes 

Deducted 48,722.99 48,722JI 

Net Tax Paid State 

Treasurer 646,701.60 14,493.38 e60,194JI 

The State Bevenue in Past Years: — ^A statement showiDg 
the revenue of the State from taxes on savings institutions 
from the introduction of the first law in 1851 down to 1912 
is given in Appendix I. 
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IV« OBITIOISM OF THE PSESENT TAX SYSTEM 

^ Savings Banks are Moderately Taxed:— -The present sys- 
*tem of taxing savings institutions seems on the whole to be 
fairly satisfactory. The evident purpose of the law is to place 
a moderate burden of taxation upon the savings of the people 
entrusted to these institutions. This purpose is attained by 
imposing a State tax upon the institutions and exempting de- 
positors from taxation on their deposits. The amount of the 
State tax is measured by the total deposits, with certain de- 
ductions. The deductions for amounts invested in tax exempt 
bonds of the State or of the towns, and for the amount in- 
vested in the stock of banks, trust companies, and insurance 
companies (on which the institutions themselves pay a tax to 
the State), are obviously justifiable. A further deduction of 
a lump sum of $50,000 from the deposits of each bank is al- 
lowed, evidently with the intent of favoring the smaller in- 
stitutions ; this has the result of making the actual rate of the 
tax moderately progressive according to the size of the insti- 
tution. 

By fixing the rate at one-fourth of one per cent, the legis- 
lature has evidently sought to make the burden of taxation 
distinctly less than is presumed to be borne by individuals or 
other financial institutions. As compared witii the rate of 1 
per cent, imposed upon the stock of other financial corpora- 
tions, the rate on savings banks is distinctly moderate, and it 
further appears moderate even when compared with the rate 
of 4 mills which individuals are allowed to pay upon bonds atxd 
similar investments. On the other hand, it is to be remem- 
bered that a considerable portion of the assets of savings banks 
is invested in mortgages upon Connecticut real estate and in 
certain other investments which would be exempt from taxa- 
tion if held by individuals. With total deposits of 288 million 
dollars on October 1, 1911, the savings banks had invested in 
loans on real estate 106 million dollars, or a little over one- 
third of their deposits. More than half of the savings deposits 
of the trust companies was so invested. However, even if we 
should assume that all of the investment of the savings insti- 
tutions in loans on real estate should be exempt from taxation, 
the tax which they pay at the present time would amount to 
only % of 1 per cent, upon the balance remaining, which is 
still less than the rate paid by individuals upon bonds and 
similar investments. 

Should the Tax on Savings Banks be Abolidied or Be- 
daced? — ^That the State is justified in thus treating somewhat 
leniently the savings of the people entrusted to savings insti- 
tutions will hardly be questioned. Most of the criticism of the 
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present system which has been presented to the Commdssion 
has been in the opposite direction. It has been urged that sav- 
ings banks are purely charitable institutions ; that tJiey repre- 
sent the savings of the poor; that they exist to encourage 
thrift and prudence ; and that for all these reasons they should 
either be entirely exempt from taxation or should be taxed at 
an even lower rate than is imposed under the present system. 

While the Commission recognizes clearly the propriety of 
making some concession in the taxation of the people's sav- 
ingSy depoi^ted in savings institutions, it is not able to come to 
the conclusion that such savings should be entirely exempt 
from taxation. The arguments urged in favor of this con- 
clusion are not wholly convincing. While it is true that the 
saviings banks exist to take care of the savings of the poor, it 
is also a matter of general knowledge that persons of moderate 
means, or even of considerable wealth, do not hesitate to avail 
themselves of the facilities thus offered. To call savings banks 
charitable institutions is a miisuse of terms. Apart troia the 
generosity of the directors and higher ofl&cers, who give their 
time and counsel without remuneration, and which may fairiy 
be called charity, the rest of the business of savings banks is 
a purely commercial transaction between them and their de- 
positors. The fact that the savings banks are mutual institu- 
tions in no way alters this statement of fact. That such sav- 
ings should be entirely exempt from taxation cannot be ser- 
iously maintained, so long as our system of taxation is based 
upon the general property tax. Knally, the statement that 
the tax on sav^igs banks is a burden on thrift can hardly be 
denied ; yet this is true of practically all taxation. The some- 
what similar arguments urged in the case of the taxation of 
insurance companies have already been discussed at more 
length in the chapter upon Mutual Insurance Companies. (See 
Chapter VIII.) 

Fairness of the Present Tax Burden : — The Commission is 
of the opinion, therefore, that a certain degree of moderation 
>in the. taxation of savings institutions is justifiable, but is not 
of the opinion that this should be carried to the extent of 
complete exemption from taxation. There is no mathemat- 
ical rule for determining exactly the extent to which savings 
instdtutions should be favored in the matter of taxation. Yonr 
Commission is of the opinion, however, that the present Con- 
necticut system has fairly met the situation. Connecticut's 
taxation of savings banks can hardly be called burdensome, 
and it is distinctly lenient as compared with the taxation of 
such institutions in many of the ottier States. 
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Exemption of Loans on Connecticut Real Estate : — ^While 
finding the present tax system reasonable as to its amount, the 
Commission is of the opinion that in one important respect the 
system might be changed to advantage. We offer for the con- 
sideration of the Legislature the advisability of exempting 
from taxation such parts of the deposits of savings banks and 
savings departments of banks and trust companies as are in- 
vested in loans on Connecticut real estate, such exemption to 
be compensated by a higher rate of the tax upon the balance 
remaining taxable. It was the original idea of the savings 
banks that an important function should be the assistance of 
the local landowners by loans upon real estate mortgages. To 
a certain extent the savings banks have departed from this 
idea. It has been urged as a reason in favor of increased in- 
vestment in bonds and loans upon collateral security, that such 
investment makes a bank's assets more liquid and puts the 
institution in a better position to stand a crisis. This argu- 
ment does not seem to have wholly held good in the panic of 
1907, when many of the State's savings institutions which had 
invested largely in bonds found themselves compelled to delay 
payment of depositors. Your Commission feels that some en- 
couragement might properly be offered in the tax statute to 
those savings institutions which seek to place their funds 
largely in loans on real estate. 

An incidental argument in favor of such exemption is the 
fact that this would put the taxation of savings banks more 
nearly on the same basis as that of individuals, who are at 
present exempt from taxation on loans secured by Connecti- 
cut real estate. 

Having concluded in the previous section that the bur- 
den of the present tax on savings banks is reasonable, the 
Commission feels that, if loans on real estate are to be exempt, 
the balance remaining taxable should be subject to a higher 
rate, in order that the total amount of the tax paid to the State 
should remain about as at present. This would be approxi- 
mately accomplished by imposing upon savings institutions 
a rate of 4 mills upon the balance of their deposits remaining 
subject to the State tax. This is the rate at present paid by 
individuals upon bonds and other choses in action. So far as 
the result of such a change can be predicted, it would mean 
at the outset a slight increase in the taxes paid by savings 
institutions. The probable result has been calculated in the 
last section of this chapter (see below). If the result of 
this change were to encourage a larger relative investment of 
savings banks in loans on real estate, the result might be to 
diminish somewhat the amount of the tax. 
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BDnor Defecto— Taxation of Real Estate :— There are 
certain minor defects of the present system which have been 
brought to our attention and which deserve consideration. At 
present, savings banks deduct from the tax upon deposits the 
amount of taxes payable upon their real estate in Connecticut 
during the past year. This procedure is subject to two ob- 
jections. In the first place, it means that real estate owned 
by savings banks is virtually taxed only at the rate of % of 
1 per cent, whereas other real estate must bear the full local 
tax rate. This might possibly be justified on the grounds that 
it is the intention of the statute to allow specially lenient tax- 
ation of all property belonging to savings institutions. 

The other objection is a more serious one. Under the 
present system the savings banks have no interest in the assess- 
ment of their real estate or in the amount of local taxes im- 
posed. No matter how much they may be taxed upon their 
real estate they entirely recoup themselves by deducting the 
amount from tJheir State tax. This leaves open the door for 
excessive valuation of local real estate without resistance on 
the part of the savings banks, and makes it possible for local 
bodies to gain unfairly at the cost of the State revenue. 

Tliese difficulties might be avoided by a simple change in 
the statute. Instead of deducting local real estate taxes from 
the tax on deposits, the savings banks should be authorized to 
deduct the assessed value of real estate from the amount of 
their deposits subject to taxation. This would make the real 
estate owned by the savings banks actually bear its fair share 
of taxation. Moreover, since the rate of the State tax on d^ 
posits is considerably less than that of the local general prop- 
erty tax, savings banks would be inclined to protest against 
unfair valuations placed upon their real estate. 

Date on which the Tax is Calculated : — ^Under the present 
statute, savings banks must make their report to the Tax Com- 
missioner on or before January 10, showing the facts on whiA 
the tax is based as of January 1. Most other corporations, 
including banks and trust companies, report in October, givinff 
the required facts as of October 1. Moreover, the savings 
banks themselves in reporting to the State Bank Commissioner, 
are required to report their condition as of October 1. Repre- 
sentatives of a number of the savings banks have stated to 
the Commission that it would be a matter of convenience to 
them if the date for their tax reports could be changed ab> 
to October 1. Another argument which has been presented 
against the present date is that an unusually large amount of 
deposits comes in during the latter part of December, whereas 
there are unusually heavy withdrawals in January, the resoB 
being that the amount of deposits shown by the banks on Jan- 
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uary 1 is relatively high and does not represent a fair average 
of the deposits held during the year. Your Commission feels 
that the argument in favor of changing the date for 
the reports from savings banks to October 15, giving the figures 
as of October 1, is sound and that the change should be made. 

Inconsistencies and Inequalities between the Several 
Classes of Institutions: — ^The Com|^ission also wishes to call 
the attention of the Legislature to certain inconsistencies in 
the present statutes regarding savings institutions. Deposits 
in savings banks and in savings departments of state banks 
and trust companies are subject to taxation, wherelas national 
banks are permitted to maintain savings departments without 
paying any taxation thereon to the State. This operates as a 
discrimination in favor of the savings departments of national 
banks as against the other institutions. It may be urged in 
reply that whatever advantage accrues from the savings de- 
partment of the national bank will be represented in an in- 
creased value of its capital stock and will therefore be taken 
account of in the tax on the shares of stock of the bank. Even 
so, however, there remains an unquestioned injustice as be- 
tween national banks and state banks and trusi; companies. 
All three classes of institutions are taxed on their stock in 
exactly the same way, but the state banks and trust companies 
must pay additional taxes on their savings deposits, which in 
the case of national banks are free from taxation. Further 
confusion arises from the fact that deposits in savings banks 
and the savings departments of state banks and trust com- 
panies are exempt from taxation in the hands of the holders, 
whereas deposits in national banks, in excess of $100, are tax- 
able to the holders. Your Commission has not been able to 
investigate this subject far enough to determine exactly what 
is the net result of all of these complications in the present 
legislation. It feels, however, that such contradictions and 
confusion are undesirable and recommends the subject to the 
consideration of the Legislature. 



V. TAXATION OF SAVINGS BANKS IN OTHER 

STATES 

A brief statement regarding the taxation of savings banks 
in other States is given in Chapter VII in connection with the 
summary of the laws taxing banking institutions in general. 



VI. CONCLUSIONS AND BECOMMENDATIONS 

Beconunendations : — Your Commission concludes, there- 
fore, that the present method of taxing savings institutions is 
in the main a fair one, and that the burden imposed is equit- 
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able. The tax is also certain, simple, and easily administered. 
It would be an advantage, however, to encourage loans on 
Connecticut real estate by exempting deposits so invested. We 
find also certain minor defects which should be removed. 

It is recommended, therefore, that the present method of 
taxing savings institutions remain unchanged except in the 
following particulars: (U that there be deducted from the 
amount of deposits subje * to the tax the amount of loans on 
Connecticut real estate, and that the rate of the tax be in- 
creased to 0.4% ; (2) that instead of deducting the amount of 
taxes paid on real estate from the tax on deposits, the assessed 
value of real estate be deducted from the total amount of de- 
posits and the tax imposed on the balance remaining; (3) 
that the date of the report of savings institutions to the Tax 
Commissioner be changed from January 10 to October 15, and 
that the statements in this report be made as of October 1. 

Probable Result of the Proposed Changes : — ^It is not poss- 
ible to make an exact calculation of what the results of the 
changes proposed would have been in 1912. 

This is due in part to the fact that for a few banks the 
deductions allowed would exceed the entire taxable deposits, 
as is true of a few institutions at present Only by means of a 
separate calculation for each bank could the result be made ab- 
solutely accurate. However, the margin of error Is very small 
(probably less than half of 1 per cent). In the second place, 
we are compelled to use data which relate to two different dates. 
The error due to this cause is also quite small. 

The following figures will serve to indicate the calculation 
by which we may reach a fair approximation of what the tax 
upon savings banks and trust company savings departments 
would have been in 1912 under the system as recommended. 
Unless otherwise indicated, figures are as of January 1, 1912. 

Savings Banks. Trust GompaBiii> 

Total Deposits $290,531,026.27 $6,397,675.15 

Loans on Real E3state (♦) 106,097,759.85 3.281,430.37 

Present Statutory Deductions . . 13,077,226.00 650,000.00 

Total Deductions 119,174,985.85 3,931,400.37 

Balance Subject to Taxation 171,356,040.42 2,466,27178 

Real Estate (f) 2,576,107.22, 

Balance Subject to State Tax . . 168,779,933.20 2,466,27178 

Tax @ 0.4% 675,119.73 9,86U0 

The net result of the proposed changes upon the State 
revenue is shown in the following table, as of the year 1912: 

Present Proposed lncre»8e(+) 

State Tax. System. Decrease(-) 

Savings Banks $645,701.60 $675,119.73 -|-$i29,418.M 

.Trust Company Sav. Dept 14,498.38 9,865.10 - 4,628J8 

Total $660,194.98 $684,984.88 +$84,789.85 

(♦) As of October 1, 1911. 

(t) Book value, as of October 1, 1911. 



CHAPTER X 
BUILDING AND LOAN ASSOCIATIONS 

Cteneral Summary of Chapter : — ^Building and loan associa- 
tions, though formerly taxed like savings banks, are not now 
taxed by the State. There is no reason why they should not 
pay the same tax as savings banks. The Commission recom- 
mends that such associations be required to pay a tax, at the 
rate of 0.4%, upon the total amount due shareholders, with 
certain deductions (stated in full below), and that in general 
the associations be subject to the provisions of the statutes 
relating to the taxation of savings banks. 

There are 12 Connecticut building and loan associations, 
and the tax as recommended would yield a revenue of about 
$8,000. 

The Present Situation: — ^Building and loan associations, 
though formerly subject to State taxation, are not now taxed 
by the State. These associations are so closely related to sav- 
ings banks that their consideration properly falls within the 
field of investigation laid down for this Commission. 

In 1857 the law relating to the taxation of savings banks 
was extended to apply to building associations. The tax was 
^ of 1% upon deposits and stock, and was in lieu of all other 
taxation upon the institutions or their deposits or stok^k, 
except that real estate above the amount required for the busi- 
ness was taxable. (Acts 1857, ch. 64.) Building associations 
remained subject to taxation under the same laws as savings 
banks till 1875, when they were omitted from the law. Since 
then these associations have not been taxed by the State. For 
the history of the law, with the amendments made from time 
to time, see the account of the historical development of the 
savings bank law in Chapter IX. 

There seems to be no valid distinction between savings 
banks and building and loan associations which would justify 
different treatment in the matter of taxation. Tour Com- 
mission, therefore, is of the opinion that the law relating to 
taxation of savings institutions should be extended to include 
also building and loan associations. 

The Basis of Taxation: — ^The correct basis for the tax on 
building and loan associations is the total amount due to share- 
holders. This is the item that corresponds most closely to 
the deposits of a savings bank. As in the case of savings 
banks, building and loan associations should be allowed to 
deduct any sums invested in tax-exempt State and town bonds, 
or in loans secured by Connecticut real estate. They should 
13 
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also be allowed to deduct the assessed value of real estate tax- 
able in Connecticut, and each association should have the 
privilege of deducting a lump sum of $50,000, as is granted 
to savings banks. Since building and loan associations own 
practically no real estate and do not ordinarily invest in bonds, 
these deductions would not be of great practical importance 
with the exception of the $50,000 exemption. The balance 
remaining should be taxed at the rate of 0.4 per cent. 

Statistics oi the Associations and Probable Amount of the 
Tax: — ^The table on the next page shows the essential facts re- 
garding the building and loan associations of Connecticut, with 
a calculation of the probable amount of taxation \diich they 
would bear if taxed by the method here recommended. 

Taxation of Building and Loan Associations in Other 
States: — The following brief discussion is presented in order 
to show that property represented by investment in building 
and loan associations is usually subject to taxation in the other 
States and to give a general idea of the methods employed. 

In practically every State the real estate and other tang- 
ible property of building and loan associations is taxed to the 
associations under the general property tax. Thirteen States 
make no special provisions (except certain small license fees) 
for the taxation of such associations, taxing them under the 
general revenue law. 

Three States, Michigan, Rhode Island, and Wisconsin, 
exempt shares from taxation ; five States tax shares of capital 
directly to the association; in most of the other States shares 
are taxed to the holders as personal property ; in a few of these 
the tax is paid by the association for the holders. 

Eight States have some spebial provisions peculiar to 
building and loan associations. Maine has a tax of 34 of 1% 
on capital dues paid in by shareholders, and ^^ of 1% on the 
average amount of investments other than loans on real estate 
and shares of the association. New Hampshire taxes associa- 
tions % of 1% on shares in force, after deducting the value of 
real estate owned and loans secured by mortgage on real 
estate in the State at not more than 5% interest. In the other 
States the special provisions generally have for their purpose 
the imposition of taxes on the entire property represented in 
the Associations at rates about equivalent to the general prop- 
erty tax. 

Becommendations : — ^The Commission recommends, ther^ 
fore, that building and loan associations be made subject to 
essentially the same plan of taxation as is recommended for 
savings institutions ; i. e., that each association pay a tax of 
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0.4% upon the total amount due shareholders after deducting 

(1) the amount invested in bonds of the State of Connectient, 

(2) the amount invested in bonds issued by a town or city of 
Connecticut in aid of the construction of certain railroads, 
which bonds are by law exempt from taxation, (3) the amount 
of loans on Connecticut real estate, (4) the assessed value 
of real estate owned and taxed in the State, and (5) the som 
of $50,000. This tax should be in lieu of all other taxes except 
upon real estate, and shareholders should be exempt from 
taxation on their shares. The associations should be required 
to report to the Tax Commissioner, annually on or before 
October 15, the necessary facts as of October 1. In other 
respects the associations should be subject to the present 
statutes relating to the taxation of savings institutions. (See 
Chapter IX.) 

As shown above, the tax as recommended would prodnee 
a revenue of about $8,000, on the basis of the figures of 
September 30, 1911. 



CHAPTER XI 
RECOMMENDATIONS AND GENERAL SUMMARY 

L REOOBOIENDATIONS 

A statement of the recommendations of the Commission 
affecting each class of corporations will be found in the ap- 
propriate chapters. The following is a general summary of 
the entire plan of taxation recommended by the Commission. 

1. Public Service Corporations: — ^The recommendations 
of the Commission for the taxation of all public service cor- 
porations may be summarized as follows: (1) it is recommend- 
ed that all public service corporations, i. e., railroads, street 
railways, car companies, express companies, telephone compan- 
ies and telegraph companies, pay a tax upon their total gross 
operating earnings. (2) For all corporations, any part of whose 
operating earnings comes from business outside the State, there 
shall be apportioned to Connecticut for purposes of taxation 
a part of the total gross earnings according to the following 
plan of apportionment : There shall be assigned to Connecticut 
^hat part of the total gross operating earnings which is repre- 
sented (a) in the case of railroads and street railways, by the 
ratio of all track mileage operated in the State to the total of 
all track mileage oi)erated, (b) in the case of car companies, by 
the ratio of car mileage operated in the State to the total car 
mileage operated, (c) in tlie case of express companies, by the 
ratio of the number of miles of routes operated in Connecticut 
to tiie total number of miles of routes operated, (d) in the 
case of telephone exchange companies, by the ratio of the 
number of transmitters in the State to the total number of 
transmitters, (e) in the case of long distance telephone com- 
panies and telegraph companies, by the ratio of the number 
of miles of wire operated in the State to the total number of 
miles of wire operated. (3) The rates recommended are as fol- 
lows : For railroads and street railways, 4% per cent., for car 
companies and telephone companies, 3% per cent., for tele- 
graph companies, 3 per cent., and for express companies, 2 per 
cent. (4) It is recommended that these taxes be in lieu of all 
other taxes upon the corporations or their property used ex- 
clusively in the business, except that the real estate belonging 
to telephone companies shall be subject to local taxation in ad- 
dition to the State tax on gross earnings. (5) It is recommend- 
ed that the shares of stock of all corporations subject to the 
gross earnings tax be exempt from taxation in the hands of the 
owners, and that the bonds of all such railroad companies and 
all such other corporations as hold their charters from Connec- 
ticut be likewise exempt from taxation in the hands of the 
holders. (6) It is recommended that all corporations subject 
to the gross earnings tax be required to report annually the 
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necessary facts to the Tax CommiBsioner as under the present 
system, and that the duties of the Board of Equalization in 
the matter of the administration of the gross earnings tax be 
similar to those performed at present. 

2. Financial Oorporationfl : (1) Banks, Trust OompaniM 
and Stock Insurance Companies: — The Commission recom- 
mends that banks, trust companies and stock insurance com- 
panies be taxed as at present, 1 per cent. ux>on the value of 
their shares of stock, but that the value for purposes of taxa- 
tion shall be the book value as shown by the balance sheet of 
the corporation or association. The book value shall be defined 
in the case of banks and trust companies as the sum of the 
capital, surplus, and undivided profits; in the case of life in- 
surance companies as the sum of the capital and surplus, and 
in the case of insurance companies other than life, as the sum 
of the capital, surplus, and one-third of the unearned premium, 
in each case divided by the number of shares. In other respects 
the present system shall remain unchanged. 

(2) Mutual Insurance Companies: — ^It is recommended 
that domestic mutual insurance companies be taxed upon 
the sum of their total income from investment (i. e., total gross 
interest and rents), plus their premiums on Connecticut 
business. It is recommended that the rate be 4 per cent, in 
the first year after the enactment of the law, and that the rate 
be reduced by % of 1 per cent, in each succeeding year until 
the rate becomes 3 per cent., which shall remain the permanent 
Tate thereafter. It is recommended that the companies remain 
subject to local taxation on real estate as at present, but with- 
out allowing any deduction therefor from the State tax. It is 
further recommended that the dates on which mutual insur- 
ance companies other than life are required to make reports 
to the Tax Commissioner and to pay the tax be changed to 
February 15 and 25 respectively, tiius agreeing with the pres- 
ent law regarding mutual life companies. 

(3) Savings Banks: — ^The Conunission recommends that 
the taxation of savings banks remain as at present except that 
there be deducted from the amount of deposits subject to the 
tax the amount of loans on Connecticut real estate, and that 
(the rate of the tax be increased to 0.4 per cent. ; and forthor 
i^at instead of deducting the amount of taxes paid on real 
estate from the tax on deposits the assessed value of real estate 
be deducted from the total amount of deposits subject to the 
tax ; and further that the date on which the report of savings 
^stitutions must be made to the Tax Commissioner be chang- 
ed from January 10 to October 15, and thbt the statements in 
this report be made as of October 1. 
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(4) Btdlding ttnd Loan Associations: — ^It is recommended 
that building and loan associations be subject to the same taz 
as savings banks, the tax in the case of building and loan 
associations to be based upon the total amount due to share- 
holders with the same deductions as allowed to savings banks. 

(6) Investment Compames: — ^It is recommended that the 
present tax on investment companies remain unchanged. 

(6) Beports, Etc.: — ^For all financial corporations it is 
recommended that the companies be required to report annu- 
ally the necessary facts to the Tax Commissioner as at present, 
and that the Board of Equalization perform functions in ad- 
ministering the tax similar to its present functions, and that, 
except as specified above, the laws remain as at present. 



n. ESTHHATED BESXTLT OF PBOPOSED OHANaES 

A more detailed estimate for each class of corporations 
of the probable results upon the tax revenue of the changes 
recommended by the Commission will be found in the appro- 
priate chapters. The following is a general summary under- 
taken to show the estimated net resnlt upon the revenue of 
the State and the towns from all the changes recommended. 

1. The State Bevenne: — ^The following table shows the 
revenue received by the State in 1912 from taxes on the sev- 
eral classes of corporations, with the estimated amount of the 
revenue that would have been received if the taxes recom- 
mended by the Commission had been in force at that time. The 
net result is an estimated increase in the State's 
revenue of about $200,000 at the outset. It is probable that in 
future there would be a steady increase of revenne propor- 
tional to the growth of the business of the companies. 

STATE REVENUE FROM TAXES ON CORPORATIONS 

Tax Paid Tax System' inerease(+) 

in 1912. Recommended. Decrease (—) 

Raflroads $1,611,660.76 $1,767,726.49 +$166,164.73 

Express Companies 19,769.42 20,044.48 + 276.06 

Telephone Companies .. 122,226.16 149,631.66 + 27,406.41 

Telegraph Companies .. 6,612.19 17,631.87 + 11,169.68 

Mutual Ins. Companies . 429,323.60 417,076.27 ~ 12,248.23 

Savings Banks 660,194.98 684,984.83 + 24,789.86 

Bldg. ft Loan Ass'ns . . . 8,038.89 4* 8«088.89 

Banks, etc. Non- 

Resident Stock 210,819.68 210,819.68 

Total $3,060,406.68 $3,276,001.97 +$216,696.39 

Car Companies 11,069.72 + 11,069.72 

NOTE IN EXPLANATION OP ABOVE TABLE 

The estimated revenue from the tax on car companies is not 
included in the totals in the above table. This is due to the 
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foUowing tecU: In eetimating the probable revenue tmok tlie 
taxes recommended by the Commission, the calculation has in 
every case been based upon the figures for 1912, corresponding 
to the data on which the tax of 1912 was computed under the 
present system. At that time the New Haven Road had not yet 
turned over to the Pullman Company its business of operating 
parlor and sleeping cars. As a result, the above estimate of the 
probable revenue from the gross earnings tax on railroads is 
based upon gross earnings which include the earnings derived 
from the operation of parlor and sleeping cars. It would 
therefore have given a wrong result if to the total re?- 
enue from the gross earnings tax, as thus estimated, we bid 
added the revenue exi>ected from the tax on the Pullman Com- 
pany. The actual revenue of the New Haven Road will in future 
be reduced by the earnings from the operation of parlor and 
sleeping cars. It is not possible to estimate accurately Jut 
what the net result of this change will be upon the gross earn- 
ings of the New Haven Road. For this reason it was thou^ 
best not to depart from the rule of basing the estimated revenue 
of the gross earnings tax upon the figures for 1912. In tiie 
chapter on Car Companies, (Chapter III.) this matter has been 
more fully explained. It is there shown that so far as the nut- 
ter is capable of prediction, the net result of the transfer of the 
New Haven Road's parlor and sleeping cars to the Pullman Crah 
pany will mean a loss in the gross earnings tax upon the New 
Haven Road somewhat greater than will be obtained from the 
tax on the Pullman Company. In order to make allowance for 
this fact the amount of $216,595.39, representing the total esti- 
mated increase of State revenue from the gross earnings tax, 
should be reduced by $10,000 or $15,000. 

There is no way of estimating exactly what the effect of 
the change from market value to book value, as the basis of the 
taxation of hankSt trust companies and stock insurance com- 
panies, will have upon the State's revenue from the tax on non- 
resident stock. Since the total result of the change upon the 
total taxes paid by such companies would be only an increase 
of about $7,000 out of the total tax in 1912 of over $1,000,OM, 
it is likely that the effect upon the State's share of this tax win 
be quite insignificant For these reasons it has been assunnd 
in the table above that the State's revenue from the tax on non- 
resident stock will remain as in 1912. 

2. The Town Beyenne: — ^The proceeds of the tax on the 

shares of stock of banks, trust companies, and stock insurance 

companies, owned by residents of Connecticut, are paid back 

to the towns where the stockholders reside. Out of a total 

tax of $1,097,602.71 levied upon these corporations in 1912, 

there was thus paid $886,722.62, or 80.79 per cent. This m- 

eludes $1,215.14 paid to the School Fund. As shown in C3up- 

ter VII, the estimated revenue from these corporations vndet 

the tax recommended by the Commission is $1,104,642.60. 

Assuming that the same percentage would have been paid to 

the towns, the net result is shown to be as follows: 

Revenue of Towns in 1912, (including School Fund) $886,722.12 
Revenue of Towns under proposed tax 892,440l7C 

Increase .$ 6»71U4 
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RECEIPTS FROM CORPORATION TAXES : STATE OF 

CONNECTICUT 

The following is a statement of the total receipts into the 
State treasury from taxes upon corporations in each year 
since the imposition of the tax upon each class of corporations, 
respectively. The figures are all for the fiscal years, which 
have ended at different times; i. e., November 30, June 30, 
and since 1902, September 30. 



I. RAILROAD COMPANIES 



Total 

Tear Taxea Year 

1851 $ 26402.37 1883 

1862 26,633.96 1884 

1863 29,372.36 1886 
1854 29,622.69 1886 

1866 25,670.34 1887 
1856 21,376.37 1888 

1867 18,646.23 1S89 

1868 17,731.10 1890 

1869 17,330.28 18«1 

1860 18,420.86 1892 

1861 19,911.38 1893 

1862 18,289.79 1894 

1863 49,669.72 1896 

1864 77,230.63 1896 
1866 199,736.00a 1897 

1866 170,820.22 1898 

1867 193,637.77 1899 

1868 207,938.36 1900 

1869 228,308.94 1901 

1870 266,421.80 1902 

1871 312,264.60 1903 

1872 344,101.73 1904 

1873 339,620.44 1906 

1874 298,421.04 1906 
1876 286,670.19 1907 

1876 303,258.73 1908 

1877 607,121.71 1909 

1878 307,981.36 1910 

1879 284,109.46 1911 

1880 360,948.33 1912 

1881 383,046.64 

1882 484,732.42 



street Rail- 
way Taxea 



$ 6,606.42 

7,660.39 

11,218.74 

13,329.32 

15,823.69 

17,141.68 

14,421.60 

26,829.97 

37,384.33 

72,926.22 

106,373.12 

120,766.26 

133,062.77 

138,602.78 

167,460.93 

180,699.68 

238,922.60 

262,139.62 

250,379.14 

237,908.23 

296,466.08 

362,790.86 

229,987.12 

230,003.26 

239,126.49 

466,041.92 

601,068.23 



Railroad 

Taxea 

$ 466,128.66 

412,284.18 

6,396.37b 

619,693.07 

660,021.60 

630,606.05 

668,490.68 

766,866.06 

800.376.18 

776,888.02 

746,040.78 

729,036.43 

731,070.16 

766.066.13 

874,436.96 

910,137.50 

966,602.92 

976,143.48 

973,878.34 

984,918.37 

1,032,173.36 

1,083,648.69 

1,204,936.48 

1,171,289.07 

1,233,626.97 

1,302,679.83 

1,424,201.60 

1,642,329.46 

1,337,787.47 

1,167,634.64 



ToUl 
Taxea 



$ 626,199.49 

667,671.99 

641,724.79 

671,820.00 

772,678.64 

817,616.76 

790,309.62 

772,870.76 

766,420.76 

803,996.37 

862,489.26 

996,202.20 

1,043,190.27 

1,104,006.70 

1,132,694.41 

1,164,677.92 

1,223,840.87 

1,284,312.88 

1,334,027.73 

1,442,844.71 

1,466,766.16 

1.686,316.83 

1,632,666.96 

1,664,204.86 

1,781,464.94 

1,792,829.39 

1,668,692.87 



a Tax rate changed from %% to 1% on stock and bonded debt 
Values of stock also Increased, and new stock was Issued by the Hart- 
ford, Providence ft Fishkill Railroad Company. Tax of 1863 on New 
Haven, New London and Stonington Railroad Company included. 

b Only seven months included in this period. Taxes included in 
receipts for next year. 
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n. EXPRESS COMPANIES 



1866 


$ 2,023.00 


1894 


$ 9,839.39 




1867 


2,000.00 


1895 


7,889.49h 




1«68 


4,000.00 


1896 


9,722.50 




1869 


2,000.00 


1897 


10.429.76 




1870 


2,585.74 


1898 


9,71L02h 




1871 


2,883.20 


1899 


9,958.36 




1872 


2,701.67 


1900 


10,157.01 




1873 


2,000.00 


1901 


10,608.94 




1874 


2,000.00 


1902 


11,446.98 




1875 


2,000.00 


1903 


12,513.44 




1876 


4,000.00 


1904 


12,857.20 




1876a 


30.00 


1905 


13,121,47 




1877 


8,191,69 


1906 


14,220.71 




1878 


4,128.34 


1907 


15,737.81 




1879 


4,lEi5.62 


1908 


18,140.52 




1880 


4,173.86 


1909 


16,771.70h 




1881 


4,202.47 


1910 


17,532.06 




1882 


4,212.60 


1911 


18,998.66 




1883 


10,935.01b 


1912 


19,404.82 




1884 


237.62c 








1885 


7,500.00d 








1886 


8,674.66 






■ 


1887 


9,094.45 








1S88 


9,745.44 








1889 


9,898.806 








1890 


152.87f 








1891 


252.35 








1892 1 

1893 / 




• 






32,462.99g 









a Fiscal year was changed to end in November instead of March, 
and this amount had been received by State during that period of time. 

b Adams Express Company failed to file report. Board of Equal- 
ization made out statement and levied tax of $10,000. Company refused 
to pay tax and suit was commenced by State. 

c Adams Express Company paid no tax. 

d Tax from Adams Express Company only; no others included. 

e Tax of 2% on receipts of $494,940.12. 

f Tax of 5% on receipts of $3,057.42. Adams Express Company 
not included. 

g Adams Express Company paid taxes for 4 years. 

h Decrease in gross receipts. 
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m. TELEPHONE COMPANIES « 





American 


Telephone 


Al) Other 


Totol All 




& Telegraph Company 


Companies 


Companies 




1882 




$ 1,322.87 


$ 1,322.87 




1883 




2,559.27 


2,559.27 




1884 




2,600.07 


2,600.07 




1885 




a 


a 




1886 




3,669.35 


3,669.35 




1887 


• 


3,606.03 


3,606.03 




1888 




3,700.40 


3,700.40 




1889 




3,932.60 


3,932.60 




1890 


$ 1,863.05 


4,041.10b 


5,904.65 




1891 * 


2.032.90 


4,005.40 


6,038.30 




1892 


2,079.32 


4,032.00 


6,111.32 




1893 


2,078.64 


3,980.90 


6,059.54 




1894 


2,280.49 


3,980.20 


6,260.69 




1895 


2,187.70 


3,833.20 


6,020.90 


»- 


1896 


2,004.45 


4,110.95 


6,115.40 




1897 


2,001.65 


5,276.50 


7,278.15 




1898 


2,001.65 


6,103.30 


8,104.95 




1899 


2,155.90 


7,172.90 


9,328.80 




1900 


2,161.80 


8,253.70 


10,415.50 




1901 


2,851.92 


9,945.60 


12,797.52 




1902 


2,836.25 


11,508.70 


14,344.95 




1903 


3,139.15 


13,464.50 


16,603.65 




1904 


3,597.65 


16,678.20 


20,275.85 




1905 


3,918.30 


20,945.40 


24,863.70 




1906 


4,668.55 


25,683.70 


30,352.25 




1907 


5,542.50 


33,138.00c 


38,680.50 




1908 


3,566.95 


64,649.20 


68,216.15 




1909 


3,580.70 


70,452.80 


74,038.50 




1910 


7,579.98 d ' 1 T^ 


80,036.45 


87,616.40 




1911 


7,837.20 


89,951,70 


97,788.90 




1912 


ll,170.65e 


99,391.55 


110,562.20 



a Fiscal year changed from November 30th to June 30th, and no 
tax receipts from telephone companies were recorded during that period 
of time. 

b Method of taxation changed from 2% on gross receipts to 25c 
I>€r mile of wire when used for transmission of messages from another 
State across any portion of this State to another State, and 70c per 
transmitter. v 

c Increase of rates to $1.10 per transmitter. 

d Increase in mileage of wires reported by this company. 

e Increase of rate from 25c per mile of wire to 35c per mile. 
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. IV. TBLEOBAPH OOHPAIHES 



1863 


$ 363.95 


1880 


$3,156.74 


1897 


$4,596.11 


1864 


432.66 


1881 


3,613.50 


1898 


4,422.45 


1865 


628.09 


1882 


4,694.37 


1899 


4,697.85 


1866 


863.79c 


1883 


3,685.33e 


1900 


4,849.12 


1867 


760.00 


1884 


2,460.12f 


1901 


5,217.50 


1868 


\ 


1885 


b 


1902 


5,261.50 


1869 


C 2,024.19 


1886 


3,257.08 


1903 


5,370.00 


1870 


1887 


3,508.47 


1904 


5,541.29 


1871 


) 


1888 


3,485.53 


1905 


5,600.79 


1872 


612.27 


1889 


3,457.58 


1906 


5,994.70 


1873 


726.78 


1890 


4,650.85g 


1907 


6,104.98 


1874 


821.80 


1891 


4,615.16 


1908 


6,150.50 


1875 


767.66 


1892 


4,793.19 


1909 


6,533.95 


1876 


1,653.84a 


1893 


4,854.48 


1910 


6,475.16 


1877 


4,513.88d 


1894 


4,650.14 


1911 


6,487.73 


1878 


2,560.31 


1895 


4,721.81 


1912 


6,608.25 


1879 


2,502.66 


1896 


4,418.51 







a Fiscal year changed from March 31st to November 30th. 

b Fiscal year changed from November 30th to June 30th, and no 
taxes from telegraph companies were received during this period. 

c Change of method of taxation from Ic per message to 2% on 
gross receipts. 

d Receipts include two taxes from each telegraph company be- 
cause of change in fiscal year. 

e Decrease in receipts reported. 

f Decrease in number of companies reporting. 

g Law changed from 2% on gross receipts to 25c per mile of wire. 



V. BANES, TRUST AND INVESTMENT COMPANIES, 
AND STOCK INSURANCE COMPANIES 



Total levy 

Tear on corporations 

1902 $ 633,802.96* 

1903 634,116.73 

1904 711.580.90* 

1905 718,086.75 

1906 794,684.29* 

1907 757,848.83 

1908 762,755.32 

1909 762,298.92 

1910 888,713.01 

1911 1,064,324.38 

1912 1,097,542.20 



Amount 
returned 
to towns 

$515,671.35 
507,601.85 
562,845.36 
569,144.26 
628,894.88 
604,445.67 
620.007.07 
621,321.25 
721,467.20 
857,654.67 
885,507.48 



Rebates 
$2,290.26 
8,376.66 
8,449.78 
8,906.98 
9,226.44 
8,367.54 
8,355.13 
6,028.27 
5,623.53 



School Fondf 
$ 












1,195.66 
1,193.26 
1,143.32 
1,215.14 



BetaiiMi 
br Stst« 

$141,13135 

118,138J2 

140,125it 

140,03U1 

156,40197 

145,035.62 

134,39112 

133,754.74 

160,756.81 

205,52139 

210,819.68 



(*) In the years 1902, 1904, and 1906, the figures in the flnt 
column do not agree exactly with the totals of the following colnnuu. 
The discrepancy is due to the fact that the last three columns relate 
to strictly cash transactions. Certain rebates, back payments, etc, are 
thus responsible for the discrepancies in these years. 

(t) Up to 1909 the school fund received only a rebate, the same as 
any benevolent, educational, etc., institution. 
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VI. mrruAL life insubanoe oompamies 



1852 


a 


1883 


$244,335.70f 


1853 


$ 1,957.75 


1884 


210,069.95g 


1854 


3^43.76c 


1885 


213,224.90 


1855 


2,691.18 


1886 


217,276.27 


1856 


3,311.59 


1887 


221,153.89 


1857 


4,184.35 


1888 


222,413.66 


1858 


4,315.29 


1889 


226,797.30 


1859 


b 


1890 


231,384.37 


1860 


6,026.08 


1891 


236,863.45 


1861 


7,254.29 


1892 


242,317.96 


1862 


7,971.26 


1893 


247,582.31 


1863 


14,742.25d 


1894 


252,045.33 


1864 


14,839.68 


1895 


258.510.07 


1865 


45,715.97 


1896 


263,180.99 


1866 


19.763.94 


1897 


267,670.71 


1867 


44,396.99 


1898 


272,242.40 


1868 


62,697.90 


1899 


283,817.12 


1869 


117,625.83 


1900 


291,066.74 


1870 


138,796.34 


1901 


300,769.37 


1871 


169,921.42 


1902 


310.402.98 


1872 


262,309.18 


1903 


320,198.77 


1878 


301,729.94 


1904 


309,167.24h 


1874 


322,891.55 


1905 


330.357.16 


1875 


368,221.82 


1906 


344,588.65 


1876 


393,258.68 


1907 


361,083.96 


1877 


407,652.14 


1908 


366,838.95 


1878 


365,649.64 


1909 


388.874.24 


1879 


370,429.25 


1910 


406,716.21 


1880 


382,239.80 


1911 


409,864.07 


1881 


390,464.96 


1912 


422,492.38 


1882 


298,684.666 







a No itemization of detail of tax receipts could be found. 
Receplts from mutual insurance companies, including taxes and for- 
feiture of $500 by Connecticut Mutual Life Insurance Company were 
$704.54. 

In 1871, taxes which had been withheld by mutual life insurance 
companies from 1863 to 1870 were collected, and amounted to 
$254,528.83. 

b No itemization of detail of tax receipts could be found. Re- 
ceipts from taxes on mutual fire and life insurance companies totaled 
$4,529.37. 

c Tax due in 1851 of $681.74 from Connecticut Mutual Life 
Insurance Company included in receipts of 1854. 

d Tax rate doubled. 

e Law amended and provided for tax on corporate franchise of 
%%; in 1883, 3-109^; and in 1884 and thereafter %% on premium 
notes and market ralue of assets, minus ascertained and unpaid 
losses and other deductions. Previous tax was %% on market value 
of assets, etc. 

f Decrease from %% to 3-10% in tax rate. 

g Decrease from 3-10% to ,%% in tax rate. 

h Allowance of local taxes paid during the year. 
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Vn. UUTUAL FIRE INSUBANOE COMPANIES 

1862 a 1883 $ 6,921.40 

1853 $ 114.22 1884 7,253.43 

1854 103.57 1885 7,577.66 

1855 126.51 1886 8,207.87 

1856 167.13 1887 8,920.98 

1857 192.84 1888 9,361.97 

1858 258.35 1889 9,761.48 

1859 b 1890 10,055.26 

1860 373.50 1891 10,184.73 

1861 524.26 1892 10,345.22 

1862 463.08 1893 10,868.73 

1863 952.06c 1894 10,407.52g 

1864 1,098.57 1895 10,655.65 

1865 3,344.25d 1896 9,868.10h 

1866 2,430.38 1897 10,050.41 

1867 2,242.24 1898 10,671.42 

1868 l,758.32e 1899 11,036.38 

1869 8,774.98 1960 11,274.89 

1870 2,466.14f 1901 11.080.50 

1871 2,048.28 1902 12,069.01 

1872 3,581.74 1903 13,341.65 

1873 3,940.94 1904 4,515.331 

1874 4,128.53 1905 4,944.65 

1875 4,653.02 1906 5,113.01 

1876 5,269.95 1907 5,354.38 

1877 6,005.49 1908 5,082.70 

1878 5,883.52 1909 5,744.42 

1879 5,228.66 1910 6,396.33 

1880 5,406.70 1911 6,553.73 

1881 5,877.74 1912 6,831.12 

1882 6,527.09 

a No itemization of detail of tax receipts could be found. Re- 
ceipts from mutual insurance companies — only taxes — were $204.5i 

In 1871, taxes which had been withheld by mutual fire Insurance 
companies from 1863 to 1870 were collected, and amounted to $2,829i5. 

b No record could be found of itemization of receipts so that 
they could be separated into taxes on mutual life insurance com- 
panies and taxes on mutual fire insurance companies. Total of all 
was $4,529.37. 

c Tax rate doubled. 

d Rate increased to 1% on capital invested. 

e Rate decreased to %% on total assets, minus amount of 
premium notes held by company and ascertained and unpaid losses. 

f Tax of %% on assets minus premium notes and amount In- 
vested in bonds, upon which a tax of 1% was required to be paid to 
the State. 

g'h Decrease in assets. 

i Decrease of tax rate from %% to '/4%. 
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■ 

Vm. SAVINGS BANKS AND SAVINGS DEPARTMENTS 

OF TRUST COMPANIES 

1853 $ 8,707.19a 1883 $185,139.45 

1854 11,590.43a 1884 193,511.73 

1855 14,91G.12a 1885 198,761.45 

1856 17,087.17a 1886 205.003.34 
1857* 19,036.83a 1887 217,843.26 

1858 34,054.77a b 1888 229,953.11 

1859 33,269.49a 1889 240,036.79 

1860 44,157.51a c 1890 253,562.83 

1861 49,561.35a 1891 269,944.86 
•1862 52,223.35a 1892 285,866.45 

1863 110,576.63a d 1893 308,080.25 

1864 166,948.90a e 1894 309,792.16 

1865 201,396.18a 1895 321,026.20 

1866 178,941.90a 1896 340,404.81 

1867 175,359.81a f 1897 353,382.81 

1868 208,304.68g 1898 373,370.32 

1869 287,704,03 1899 392,782.98 

1870 328,950.32 1900 418,780.28 

1871 372,692.13 1901 441,672.25 

1872 421,129.36 1902 445,721.77 

1873 471,222.90 1908 430,810.46 

1874 507,103.20 1904 448,383.07 

1875 434,326.43h 1905 469,611.65 

1876 462,664.27 1906 498,682.95 
1876NOV.30 98,294.13* 1907 686,444.72 

1877 469,700.32 1908 555,659.35 

1878 228,003.681 1909 566,981.97 

1879 151,861.37 IWO 698,407.08 

1880 156,637.36 1911 630,277.33 

1881 163,697.89 1^12 660,194.97 

1882 174,076.31 

. ^ — : , 1 . 

♦ Time for expiration of fiscal year changed from March to 
November, 

a Includes taxes from bank and building associations. 

b Tax rate doubled to %%. 

c Tax rate doubled to %%. 

d Tax rate changed to %%. 

e Tax decreased as many of the savings banks refused to comply 
with the law of the State which taxed the whole amount of their 
deposits. In 1862 the question was raised by several as to their lia- 
bility to pay a State tax on the "whole amount of their deposits." 
Suit was brought against the Society for Savings, and in 1865 appeal 
was taken by the bank to the United States Supreme Court, and many 
of the other banks refused to pay the taxes. 

f Question still unsettled, but tax was reduced in consequence of 
those institutions having largely invested their capital and depositf; 
in government securities, many of them refusing to pay taxes on the 
same. 

g Case was decided in favor of the State. By this decision, the 
State received $130,000. 

h Law changed to imposition of tax of %% on all savings deposits 
and surplus loaned on real estate, and 1% on all deposits remaining, 
with deduction for investment in certain bonds. 

i Law changed to imposition of tax of %% on all deposits, ex- 
clusive of surplus, deducting bonds exempted from taxation. 



APPENDIX n 

METHODS OP TAXING PUBLIC SERVICE CORPORA- 
TIONS IN OTHER STATES 

For the purposes of its investigation, the Comfoission \m 
made an extensive study of the laws imposing taxes upon 
corporations in all of the States of the United States. This 
Appendix contains a brief abstract of the tax laws relating to 
public service corporations. Lack of space has made it im- 
possible to include also the financial corporations. The matter 
is arranged according to classes of corporations. The section 
devoted to each class of corporations is arranged by States 
alphabetically. 

The task proved to be a considerable undertaking and, 
in view of the shortness of the time at its disposal, the Com- 
mission recognizes that the result of its investigation may con- 
tain some errors. In nearly every case, however, the abstracts 
prepared by the Commission have received the examination 
and revision of some State officer in the particular State in 
question. The Commission feels, therefore, that the following 
statements may be relied upon as being essentially correct 

The question of the taxation of bonds in the hands of 
the holders has not been discussed in these. abstracts. Unless 
otherwise specially mentioned shares of stock may be e<m- 
sidered exempt to the holders. 

I. RAILROAD OOMPANIES 

Alabama: — The State Board of Assessment values all the 
property of railroad companies, and this valuation is appor- 
tioned among the counties and municipalities on the basis of 
mileage, the taxes being at the rate of the general property 
tax. There are also municipal license taxes based upon popu- 
lation, the fees varying from $10 in municipalities not exceed- 
ing 250 inhabitants to $25 for the first 1,000 inhabitants and 
$35 for each additional 1000 inhabitants in places exceeding 
10,000 inhabitants. Railroad companies are subject to the 
State corporation license tax based upon stock, bonds and 
earnings at the rate of the general property tax. 

Street railway companies are assessed upon all their prop- 
erty by the State Board of Assessment, this valuation beinf 
apportioned to the counties and municipalities upon tlie basis 
of "mileage and the taxes collected at the rate of the gen^ 
property tax. In addition to this tax, such companies may be 
assessed by municipalities on their gross receipts as a privflege 
tax, the rate not to exceed 2% on the gross receipts ; provided, 
that the amount paid by such companies to the municipalities 
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as a tax on intangible property shall be allowed as a ercylit 
on and against the privilege tax. Shares of stock are taxed 
to the holders as personal property. 

Ariioiia: — ^Railroad Companies are taxed under th^T general 
property tax, the assessment being made by the State Board 
of Equalization and the valuation apportioned to the cotmties 
and taxing nnits, where the taxes are collected in the same 
way and at the ^ame rate as those upon property in the hands 
of individuals. 

Street railway companies are taxed upon all their property 
in exactly the BaI^e way as property in the hands of individ* 
uals is taxed. 

Arkansas: — ^Railroad companies are taxed by the State 
1-20 of 1% upon the amount of capital stock and also the value 
of all their property, including franchises, as assessed by liie 
State Tax Commission. This valuation is apportioned to the 
taxing units on the basis of mileage and the taxes collected 
at the rate of the general property tax. 

Street railway companies are taxed as railroads except 
that the assessment of their property is made by county, not 
State, officers. 

California: — ^Railroad companies are taxed by the State 
upon their gross reeeipts from operation at the rate of 4% in 
lieu of all other taxes. The gross receipts of companies doing 
an interstate business are deemed to be all receipts on business 
beginning and ending within the State and a proportion, based 
upon mileage, of the receipts from business passing through, 
into, or out of the State. 

Colorado: — The total property of railroad companies is 
assessed by the State Tax Commission and the valuation ap- 
portioned to the counties and taxing districts upon the basis 
of mileage, the taxes being collected Locally at the same rate 
and in the same way as those upon property in the hands of 
individuals. Such companies also pay a State license tax of 
2 eents <m each $1,000 at authorized capital stock. 

Street railway companies operating in more than oasie 
county are taxed in the same way as railroad eompanies. If 
operating in (mly one county they are assessed by tiie local 
assessor. 

Delaware :-^All railroads operating within the State are 
permitted to pay to the State fixed lump sums in lieu of all 
other State taxes. Hieoretically, in place of these commuta- 
tion taxes, railroads are subject to State taxes at the following 
rates : on- passengers, 10 cents each ; on net income, 10% ; on 
rolling stock : locomotives, $100 each, passenger cars, $25 each, 
freight cars, $10 ea^; on capital f^tock, actual cash value, 
14 of 1%. Any tangible property located outside the right 
14 
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of ;way is subject to local taxation under the general property 
tax. 

Street railway companies are not subject to taxation by 
the State, but all their property is assessed and taxed by tiie 
counties and municipalities as property in the hands of in- 
dividuals is taxed. 

District of Columbia: — ^Bailroad companies are taxed by 
the District on all their property under the general property 
tax. 

Street railway companies are taxed 4% upon their gross 
receipts within the District and the general property tax upon 
their real property. The tracks, however, are not regarded 
as real property. 

Florida: — ^Railroad comp^inies are taxed upon all their 
assets under the general property tax, and in addition are sub- 
ject to a State license tax of $10 for every mile of track in 
the State, including branches and side tracks. One-half of this 
tax is distributed to the counties on the basis of mileage and 
one-half retained by the State. The municipalities also impose 
license taxes based upon population, the fees varying from 
$10 to $250. Shares of stock are taxable to the holders. 

Georgia: — ^Railroad companies are assessed by the State 
Comptroller upon the total amount of their property, includ- 
ing indebtedness and franchises ; this valuation is apportioned 
to the local taxing units and the tax collected in the same way 
and at the same rate as that upon property in the hands of 
individuals. Such companies are also subject to a State license 
tax upon the authorized amount of capital stock, the fees 
varying from $5 to $75. 

Idaho: — ^Railroad companies are assessed by the State 
Board of Equalization upon all their property, this valuation 
being apportioned to the counties upon the basis of mileage, 
and the taxes collected at the same rate and in the same way 
as those upon property in the hands of individuals. In ad- 
dition to this, tjiere is a State license tax upon the authorized 
amount of capital stock, the fees varying from $10 to $150 ac- 
cording to the amount of stock. 

Illinois: — ^Railroad companies, with the exception of lie 
Illinois Central Railroad Company, are taxed at the rate of 
the general property tax upon all property, tangible and in- 
tangible, as assessed by the State Board of Equalization, the 
valuation being apportioned to the taxing districts and tlie 
taxes collected locaUy. 

The Illinois Central Railroad Company, by the charter 
act, is subject to a State tax of 7% of the gross receipts of the 
main or charter lines, with main trackage of 705.5 miles within 
the State, in lieu of all other taxes upon the charter lines. l%e 
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property of roads acquired by the company since the granting 
of the charter act is assessed and taxed the same way as the 
property of other railroads. 

Street railroads incorporated under the general railroad 
act are taxed in the same way as steam roads. Street rail- 
roads incorporated under the general corporation act are 
assessed by the State Board of Equalization upon the market 
value of their stocks and bonds, including franchise, deducting 
from this valuation the assessed value of all tangible property. 
The remainder is taxed at the rate of the general property 
tax at the principal oflSce of the company. Tangible property 
is assessed and taxed locally under the general property tax. 

Indiana: — The railroad track, appliances, and rolling 
stock of railroad companies are assessed by the State Tax Com- 
missioners, and this valuation is apportioned to the counties 
and taxing districts, where the taxes are collected at the same 
rate and in the same manner as those upon property in the 
hands of individuals. 

All real estate other than track and all personalty such as 
machinery in shops, ties, rails, and other supplies on hand are 
assessed and taxed locally under the general property tax. 

Iowa: — Railroad companies are assessed by the State 
Counc'il upon all property, including franchise, and this valu- 
ation is apportioned to the counties upon the basis of mileage, 
the taxes being collected at the same rate and in the same way 
as those upon the property of individuals. 

The entire property of street railway companies is assessed 
and taxed in exactly the same manner as property in the hands 
of individuals is assessed and taxed. 'It is provided that the 
franchise of such companies shall not be assessed. The value 
of the shares of stock over and above the value of the assessed 
property of the company is assessed to the holders at the prin- 
cipal office of the company, the valuation being made by the 
assessor of the county in which such office is located. 

Kansas: — The property of all railroad companies is 
assessed by the State Tax Commission and this valuation ap- 
portioned to the taxing districts upon the basis of mileage, 
the taxes being collected locally at the rate of the general 
property tax. Shares of stock of foreign companies having 
their principal office outside the State are taxed to the holders. 

Kentucky: — Railroad companies are assessed by a State 
board upon the value of the franchise, which value is deter- 
mined by subtracting from the value of the capital stock the 
value of all tangible property otherwise assessed. This fran- 
chise valuation is apportioned to the taxing districts where the 
franchise is exercised and there taxed at the same rate as 
the property of individuals. All tangible property is assessed 
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also by the State board and taxed locally under the general 
property tax. Domestic companies doing busineifs entirely 
without the State pay a State tax of X% upon ii^e authorized 
amount of capital stock in lieu of all other taxes within the 
State. Shares of foreign companies not owning property with- 
in the State are taxed to the holders. 

Street railway companies are taxed in the pjame way as 
railroad companies except that the assessment of tiglngible prop- 
erty is made by local officers and not by the State bpard. 

Lonislana: — ^Bailroad companies are taxed upoA all their 
property, including franchises, as assessed by the State Board 
of Appraisers, the valuation being apportioned to the parishes 
and municipalities where the t^xes are collected at the same 
rate as those upon property in the hands of individuals. 

Street railway companies are subject to the same ad 
valorem taxes as steam roads, and in addition pay a license 
tax of % of 1% upon gross earnings within the State. Muni- 
cipal license taxes based upon gross receipts are alsp allowed. 

Blaine : — ^Railroad cpmpanies arp taxed hy the ^tate upon 
their gross receipts within the State at a rat^ of V2 of 1% if 
the receipts do not exceed $1,500 per ip.ile, the rate increasing 
% of 1% for each additional $500 of Receipts per mile, pro- 
vided that in no case shall the rate exceed 5^^%. Tl^is tax is 
apportioned to th^ cities and towns in ^yhich owme?^ of stock 
reside as foUoyrs: 1% of the value of stock owned in said 
cities and towns, with provision that the amount ^.pportioned 
shall not be a greater part of the whole tax received than the 
proportion which stock owned in the State bears to the total 
amount of stock, and provided that the amount so apportioned 
shall not exceed the total amount received from the tax upon 
the receipts. The remainder of the tax is ret^iined by the State. 
Buildings, whether within or without the right of way, and 
landi^ and fixtures iJvithQut the right of -^ay ar^ not considered 
operative property and are taxed wher^ located as th^ property 
of individuals is taxed. 

Street railway companies are ta?:ed upon their gross re- 
ceipts within the State at a rate of ^4 of 1% if the receipts cto 
not exceed $1,000 per mile, the rate increasing 3-20 of 1% for 
each additional $1,000 or fraction thereof of receipts p^r xoSk, 
but in no case to exceed 4%. The ta^ is apportioned in the 
same way as the tax upon railroad companies. 

Maryland: — ^Railroeid companies are ta?ed by ^e State 
upon their gross receipts within the l^tate at the foll9Tp9g 
ratei^: 1^A% on the first $1,000 of gross earnings p^T B^; 
2% on earnings of $1,000 to $2,000 per mile; 2V^% on eamn|p 
of over $2,000 per mile. Local taxes upon real and percfqxttl 
property are assessed and collected under the general prpfler^ 
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tax in tli6 ijaiiie wdy ditf tlioiS6 upoA' tlie property of natural 
persofis. Th€l Baltiiftoife and Ohio Railroad Collnpany has a 
special contract with the St«tt6 whereby it escapes' the regular 
grods receipt tax, and payii instead a tax of i^ of 1% upon 
^oi^s earnings in Id^ryland. 

Street railway conipani6^ a'^e asisesi^ed and tai^d uider 
the general property tstx upon the value of all shares of capital 
stock aind real property, the as^esismeht of stock being mride 
by the State Tax Corirmisirioner and the valuation apportioned 
to the counties where the holders reside. Shares of stock in 
f oreigii (iompaniegJ jtre tai^d to the holders at the »ate of 30 
cents on each $100, except in case no dividends have been 
paid, wh^n such sha'res are exempt. 

li!lQEitfi3acl]LU8€l^:---!f^ companies are taxed by the 

State upon the margin of intangible value found by deducting 
the asisfessed value of certain tangible property, which is 
taxed to the corporation by local units, from the cash value 
of so much of tti Capital stock as is proportional to that part 
of its line within the State, determined on the basis of miles 
of line. This tax is at a rate equal to the average of the rates 
of the general property tax for the three preceding years. 
Such a proportion of the tax as corresponds to the proportion 
of its stock owned by reisidents of the State is distributed to 
the towns in which the owners reside, and the remainder is 
retained' by the State for its own use. The right of way is 
exempt from local taxation. 

Street railway companies are subject to the corporate ex- 
cess tax in the same way as railroad companies. In the case 
of street railways the tax is distributed to the local units upon 
the basis of location of track. In addition to the above tax, 
such companies are subject to a ** commutation" tax imposed 
by local authorities on an amount equal to such proportion of 
designated percentages of gross receipts (including income 
from other sources than ojidration of road) ai& the length of 
track in the public places of the city or town bears to the total 
length of track in all public places. This tax, which is at the 
rati of the general property tax, is for the use of the towns. 
The designated percentages of gross receipts vary from 1% if 
the annual gross receipts per mile are $4,000 or less to 3% if 
thle gtdss re^eipty per ihile are $28,000 or more. 

Iffichig^h: — ^Railroad companies are taxed by the State 
at the average rate of the general property tax upon aU 
property owned in the State, (except real estate not essential 
to the business and which is subject to local taxation, as 
assessed by the State Assessors). For the year 1912 a'nd there- 
after there is imposed by the State a tax upon the shares of 
capital sto6k of 2fo of the par value and upon the indebtedness 
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of 1% of the face value, which taxes are to be paid by the cor- 
poration and not by the holders of the stock and bonds. 

Street railway companies are taxed upon all their prop- 
erty for State and local purposes under the general property 
tax, real estate being assessed at its situs and all personal prop- 
erty at the principal office of the company. 

BUnnesota: — ^Railroad companies are taxed by the State 
upon their gross earnings from operation at the rate of 5% in 
lieu of all other taxes. The gross earnings of companies doing 
an interstate business include a proportionate share, based 
upon mileage, of the interstate gross receipts from operation. 

The property of street railway companies is assessed and 
taxed as that of individuals, stocks and bonds being assessed 
at market value. Shares of stock in foreign companies are 
taxed to the holders. 

Mississippi: — ^Railroad companies are subject to taxation 
upon all their property as assessed by the State Board of 
Assessors, the valuation being apportioned to the taxing dis- 
tricts and taxed at the rate of the general property tax. They 
also pay a State privilege tax varying from $2 to $22.50 per 
mile, according to the classification of track. Roads claiming 
exemption from State supervision under charter provisions, 
pay an additional $10 per mile of track. 

Street railways are subject to the same ad valorem taxes 
as steam roads, but pay a privilege tax of $20 per mile of track. 

Missouri :— Railroad companies are taxed upon all their 
property, including frianchises, at the rate of the general prop- 
erty tax, the assessment being made by the State board and 
the valuation apportioned to the taxing districts where the tax 
is collected as that upon the property of natural persons. Local 
property is assessed by local officers. Shares in foreign com- 
panies are taxed to the holders* at market value. 

Montana: — The franchises, roadways, roadbeds, and roll- 
ing stock of all roads operating in more than one county are 
assessed by the State Board of Equalization ; all other property 
by the assessors of the county in which such property is locat- 
ed. The valuation of the property assessed by the State Board 
is apportioned to the counties upon the basis of mileage and, 
together with the property assessed locally, taxed locally m 
the same manner as the property of individuals is taxed. In 
addition to these ad valorem taxes railroad companies are sub- 
ject to State license fees based upon gross receipts, the fees 
varying from $5 to $225 per quarter according to the amount 
of receipts. 

The property of street railway companies is assessed and 
taxed exactly as property in the hands of individuals, lie 
capital stock and franchises are assessed at the principal oflfce 
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of the company and other property where situated. In addi- 
tion to this ad valorem tax, such companies pay license fees, 
varying from $25 to $50 per quarter, according to population. 

Nebraska: — Railroad companies are assessed by the State 
Board of Equalization upon all property, including franchiseii, 
except certain buildings and real and personal property but- 
side the right of way, which property is assessed and taxed 
as that of individuals. The valuation made by the State Board 
is apportioned to the counties and taxing districts upon the 
basis of mileage and the taxes are collected at the same tate 
and in the same way as those upon the property of individuals. 
The railroad companies are also subject to the State tax upon 
capital stock, the fees of which range from $5 to $200. 

Street railway companies are taxed locally under the gen- 
eral property tax upon all property and franchises. They are 
also subject to the State tax based upon the capital stock, the 
fees varjring from $5 to $200. 

Nevada: — ^Railroad companies are taxed upon all their 
property under the general property tax, the assessment being 
made by the State Board and the valuation apportioned to 
the taxing districts where the taxes are collected. Foreign 
companies are subject to retaliatory provisions. 

New Hampshire: — ^Railroad companies are taxed upon all 
their property, including franchises, as assessed by the State 
Tax Commission, at the rate of the general property tax. This 
tax is distributed by the State Treasurer as follows: ^ of the 
amount paid by the corporation to each town in which rail- 
road property is located in proportion to the amount of capital 
expended therein for buildings and right of way ; to each town 
in which owners of stock reside such proportion of residue as 
the number of shares owned therein bears to total number of 
shares; the remainder is retained by the State for its own 
use. 

New Jersey: — ^Railroad companies are taxed upon all 
property, including franchise, as assessed by the State Board 
of Equalization, the tax being at the rate of the general prop- 
erty tax. The taxes collected upon real estate used for rail- 
road purposes and roadbed other than main stem are appor- 
tioned to the districts in which such property is located. The 
taxes upon all other property used in the business are collected 
by the State for State and school purposes. 

Street railways are taxed by the State for State use upon 
their gross receipts from bijsiness done within the State and 
a proportionate share of interstate earnings at the rate of 5%. 
In addition to this, all real and personal property is tHaxed 
under the general property tax. 
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New Mexico : — ^Railroad ccaoapanieft are assesifted tastd taxad 
upcm all their property as Tf^ued by the State Board of Eqnat 
izatJioii, the valuation being ap|»ortioned to the eonntiee and 
mmucipalities and the taxes collected in ihe same way and at 
the aam€^ rate as those upon property in the handa of individ- 
uals. 

New York: — ^Railroad companies are subject to a State 
tax upon gross* earnings from business wholly within tiie State 
at the rate of ^ of 1%, and to a State franchise tax upon 
capital stock) the rates varying from % of a mill per $1 lor 
each 1% of dividenda declared to 1^ mUls on each. $1 of capi- 
tal stock employed in the Stat^ according to the amount of 
dividends declared. In addition to these taxes, such oompanies 
are assessed and taxed upon all tangible property in the same 
way as liie property of individuals is taxed^ this tax being for 
loQal use only. Foreign companies also pay an additioBal 
State license fee of ^/g of 1% upon tiie oapital sk>ek employed 
in the State. 

' Elevated railway companieir and surface raiSro^dis not 
oi^erated by steam are taxed by the State upon their gtrm 
earnings within the State at the rate of 1% tsiai 
upon dividends declared in excess of 4% on paid-up capital 
at the rate of 3%. In addition to these ta:!tes such companies 
are assessed and taxed under the general property tax upon 
all tangible property and incorporeal rights^ ^ the valuation of 
special franchises being determined by the State Board of Tax 
Commissioners; Foreign companies alfio pay an additicmal 
State license fee of % ot 1% upomthe eapital stoick emplef«d 
in the State. 

North OadroUna': — ^Railroad companies^ sre assessed bj Oe 
State Tax Gommission upon all their property, includingi fraa- 
ehises and mortgages upon such pr^erty, the valuati^o; bekg 
apportioned to* the counties and taaiin^ districts where the 
taxes are levied at the rate of the general property tax. hi 
addition to the ad valorem taxes^ such companie» are taxed 
by the State upon their gross receipts at rates varying, firom |2 
to $5 per mile of route, according to the amount of receiplSL 

North Dakota: — ^Bailroad. oompanies are taxed upon, all 
their property lu^der the general property tax., theass^asmeBl 
of real estate being made by local officei^s and that.o££ran(Ake, 
roadway, roadbed, rails j and rolling stock by the* State Boaid 
of Equalization. The valuation made by the State; Board k 
apportioned to the counties upon the basis of mileage. Mid tfe 
ta^es collected locally. In. unorganized^ osountiesthe taseaava 
collected by the State Auditor for State use only. 

rOhio: — ^Railroad oompanies are^ ta&ed by^ th^ Stalls ap«i 
their gross earnings from intrastatle business at tto rate^of Hjjk 
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and iB adffitiofd t6 this AM tsdt^ t^ii iO. Ht^ ptbpmy to 
assessed by the State Tax Gemsiistfidii, i3t£e valttatiod being ap- 
porticmed to the taxing (Mstricts upon th^ baiiil ^ mileage 
and property operated and the taxei» eoUeeted in- t^e same way 
and at the same rate as those upon the property of naftutal 
persons. 

Street railway companies are taxed in the same way as 
railroad eompanies' except that the State tax upon grots earn- 
ings is at the rate of 1.2% for street railway' oompanies instead 
of 4% as is the case for steam roads. 

(Hklahomft: — ^Railroad companies are taxed upon aft their 
property under the general property tax, the' assessmenlis being 
made by either Sl^te or local of&cers. Shares of stock are 
taxed to the holders as p^jrsonal property. 

Oregon: — ^Railroad companies are taxed upon all their 
property under the general property tax. Shops, grain eleva- 
tors and warehouses, and all real and personal property de- 
voted to navigation are assessed where situated by local officers. 
All other property is assessed by the State Board and the valu- 
ation apportioned to the taxing districts upon the basis of 
mileage. 

P.ennsylvania: — ^Railroad companies are taxed by the State 
as follows: 5 mills on each $1 actual value of capital stock; 
8 mills on ea<5h $1 of gross receipts fr'om traffic wholly within 
the State ; 4 mills on each $1 of bonds owned within the State. 
The capital stock tax on interstate roads is computed on the 
basis of mileage. In addition to these State taXes, real aiM 
personal property necessary to the business id taxed locally 
under tjie genel'al propeirty tax in Pittsburgh and Pbiladeljdiia, 
but such property is exempt elsewhere. The Erie Railroad 
Company pays a special State bonus of $10,000 pei^ annum, 
whidi bonus is distributed to the counties through whieh the 
line of the company passes, upon the basis of mileage. 

Rhode Island: — ^Railroad companies are taxed by the State 
upon their gross earnings from operation within the State at 
the rate of 1 ^ in lieu of all other taxes upon intangible per- 
sonal property or corporate excess. Tangible personal pi»op- 
erty and real estate are assessed and taxed locally under the 
general property tax. 

Street railway companies are subject to the same taxes 
as other railroads with these additional taxes : If the annual 
dividend paid by any such company during the year preceding 
assessment is 8% on its capital stock outstanding during such 
year, or less than 8%, or if no dividend be paid, the franchise 
tax fidiall be 1% of the gi^oss earnings; but if the dividend ex- 
ceeds S% the franchise tax shall be a sum equal to the excess 
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of such dividend over 8%, but in no case shall the franchise 
tax be less than 1% of the gross earnings. 

South Carolina: — ^Railroad companies are taxed by the 
State upon their gross receipts from business done within the 
State at the rate of 3 mills. In addition to this they are taxed 
upon all property as assessed by the State Board of Assessors, 
the valuation being apportioned to the counties and taxing 
districts upon the basis of mileage and the taxes collected in 
the same way and at the same rate as those upon property in 
the hands of individuals. ' 

South Dakota: — ^Railroad companies are taxed upon all 
their property * at the rate of the general property tax as 
assessed by the State board, the valuation being apportioned 
to the counties upon the basis of mileage and the taxes collect- 
ed locally in the same manner as those upon property in the 
hands of individuals. Shares of stock are taxed to the holders. 

Street railway companies are taxed under the general 
revenue law only. 

Tennessee: — ^Railroad companies are assessed and taxed 
upon all property under the general property tax; all prop- 
erty having an actual situs is assessed by local authorities in 
the district where such property is located; the roadbed, roll- 
ing stock, franchises and all personal property having no actual 
situs are assessed by the State Tax Commissioners, this valu- 
ation being apportioned to the counties and cities upon the 
basis of mileage. In the case of railroad companies the State's 
share of the taxes collected under the general property tai 
shall be paid directly to the State Comptroller, the remainder 
being collected by the taxing districts in the same way as tiie 
taxes upon the property of individuals are collected. Street 
railway companies also pay county license fees varying from 
$3 to $10 per mile according to population. 

lexas: — ^Railroad companies are assessed by the State 
board upon all intangible property, the value being determined 
as that of the market value of capital stock plus all indebted- 
ness secured by mortgage or lien, less the value of all tangible 
property. This valuation of intangible property is apportioned 
to the counties and taxing districts upon the basis of mileage 
and the taxes upon it collected at the same rate and in the same 
manner as those upon property in the hands of individuals. 
All tangible property of railroad companies is assessed and 
taxed as that of individuals. 

Street railway companies are taxed by the State upon 
ttieir gross receipts at the following rates : if in or connecting 
any town of less than 20,000 inhabitants, the rate is % of 1%; 
if more than 20,000 inhabitants, % of 1% ; if wholly within a 
town of less than 10,000 inhabitants such companies are ex- 
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empt from the gross receipts tax. In addition to this tax all 
suQh companies are taxed upon all their tangible property in 
the same manner as individuals. 

Utah : — ^Railroad companies are taxed upon all their prop- 
erty, including franchises, under the general property tax, 
the assessment being made by the State Board and the valu- 
ation apportioned to the taxing units where the taxes are col- 
lected in the same way as those upon property in the hands of 
individuals. In addition to this tax, such companies are sub- 
ject to a State license tax based upon the authorized amount 
of capital stock, the fees varying from $5 to $50. The property 
of railroad companies operating in only one county is assessed 
and taxed locally as property of individuals is taxed. 

Vermont: — ^Railroad companies are assessed upon all their 
property, including franchise, by the State Commission and 
taxed by the State l^/i % upon this valuation, or, in lieu of this 
tax they may pay a State tax upon gross earnings at the 
following rates: 2^^^ on such part of gross earnings as does 
not exceed $2,000 per mile of roadbed located wholly within 
the State; 2^/j% on such part of gross earnings as exceeds 
$2,000 and does not exceed $2,500 per mile, the rate increasing 
14 of 1% for each additional increase of $500 per mile, up to 
$4,500 per mile, and 4% of such part of earnings as exceeds 
$4,500 per mile. Railroad companies are also subject to the 
State license tax upon capital stock, the fees varying from $10 
to $50. 

Virginia: — ^Railroad companies are subject to the State 
property tax upon all property as assessed by the State Corpor- 
ation Commission, the rate of taxation being 35 cents on $100, 
and are also taxed by the State upon intra-state gross receipts 
at the rate of 1%. Local taxation of tangible property is al- 
lowed. Shares of stock in foreign companies are taxed to the 
holders. 

Washington: — Railroad companies and street railway com- 
panies are assessed upon all their property, including franchise, 
by the State Board of Tax Commissioners, the valuation being 
apportioned to the coimties and taxing districts upon the 
basis of mileage and the taxes collected at the same rate and 
in the same manner as those upon property in the hands of 
individuals. 

West Virginia: — ^Railroad companies are taxed upon all 
their property at the rate of the general property tax, the 
assessment being made by the State board and the taxes col- 
lected by the State Auditor who apportions the funds to the 
various taxing districts. These companies are also subject 
to the State license fee on the authorized amount of capital 
stock, the amounts varying from $10 if the stock is $5,000 or 
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less to ^itO if the stock is $1,600,000; with an additional fee 
of $60 on each million dollars or fraction thereof m eicess of 
one million. 

Wisconsin: — ^Railroad companies are taxed upon all Uieir 
property, including franchises, by the State at the rate of tke 
generail pi^operty tax as determined by the Stdte Tax Commis- 
sion. Bi^hty-ftve per cent, of this tax id distributed to tke 
local ta'xing districts in proportion to the btisinesj^ transacted 
and property located therein. 

Wy61](dng: — ^All property of railroad companies is assessed 
by the State Board arid the valuation apportioned to the varioua 
taxing districts where the taxes are collected at the same rate 
and in the same way as those upon property in the hands of 
individnaliB. Local assessment and taxation by incori)orated 
towns', villages, and cities are allowed. 

n. SZPBESS OOM^ANISS 

Alabama: — ^Express companies are taxed upon all their 
property locally under the general property tax in the same 
way as individuals are taxed ; in addition to this they are sub- 
ject to a State privilege tax based upon the number of miles 
of i*ailroad over which they operate ; companies operating on 
less than 50 miles of railroad pay an annual tax of $250, tikosc 
operating on from 50 to 200 miles, $1,000 ; those operating on 
from 200 to 500 miles, $2,000 ; over 500 miles, $4,000. Muni- 
cipal taxes, varying from $2.50 to $500 according to population, 
are also allowed. Express companies are^also subject to the 
State corporation license tax upon stock, bonds, and earnings, 
at the rate of the general property tax. 

AriEona: — Express companies axe ta^ed by the State lipon 
thieir gSross receipts from business done within the State al 
the rate of 5%, in lieu of all other taxes upon the property of 
such companies. 

Axiomsas: — Express companies are taied by the State 1-20 
of 1% upon the amount of capital stock and also upon tke ^ 
mal*ket value of the stocks and bonds as assessed by' the State ' 
Commission. The valuation of the Commission is apportioned 
to the taxing uniti^ on the basis of mileage and the taxes col- 
lected at the rate of the general property tax. 

Oaliforilia: — ^Express companies are taxed by the Stale 
upon their gi*oss receipts from operation at the rate of 2% in 
lieu of aill other taxes. The gross receipts of companies do^iif 
an intei^tate business are deemed to be all receipts on busiceff 
beginning arid ending within the State and a proportion, ba^ 
upoti riiilefage, of the receipts from business passing through, 
into, or out of the State. 
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OoloraciQ :^-Tl^e total property of exppe^s K^on^p^ies is 
assessed by the St^itp Tax Commission a^d the yali^atjoi^ a,!- 
portioned to the counties and taxing districts upon tjie basis 
of I^ileag|py t)xe t^xes being cpllected ^pcally at th^ i$iame rate 
and in the same way as thpse uppn property in the bands of 
individuals. Such complies also pay a State license tax of 2 
cents on each $1,000 of authorized capital stock. 

Delaware : — ^Express companies are taxed by the State up- 
on their gross receipts from business done within the State at 
the rate of 5%, and pay an annual State license fee of $350. In 
addition to these State taxes they are subject to taxation by 
the local units upon all their property under the general prop- 
erty tax. 

District of Columbia: — ^Express companies are taxed by 
the District upon all their property under the general property 
tax. 

Plorida: — ^Express companies are taxed upon all th^ir 
assets under the general property tax. In addition \o this, such 
companies are subject to a State license tax of $7,500 and 
municipal license taxes based upon population, the fees varying 
from $6 to $200. Shares of stock are taxable to the holders. 

Gteorgia.: — Express companies are assessed by the State 
Comptroller upon the total amount of their property, including 
indebtedness and franchises; this valuation is apportioned to 
the local taxing units and the tax collected in the same way 
and at the same rate as that upon property in the hands of 
individuals. Such companies are also subject to a State license 
tax upon the authorized amount of capital stock, the fees vary- 
ing from $5 to $75. 

Idaho: — In addition to the State license taxes upon the 
authorized amount of capital stock (fees varying fropi $10 to 
$150) express compar^ies are taxed by the State upoi]i their 
gross receipts at the rate of 3%. 

lUinois: — Domestic express companies are assessed by the 
State Board of Equalization upon the market value of their 
stocks and bonds, including the value of the franchise, deduct- 
ing from this valuation the assessed value of all tangible prop- 
erty. The remainder is taxed at the rate of the general prop- 
erty tax at the principal office of the company. Eeal and per- 
sonal property is assessed and taxed locally under the general 
property tax. 

Foreign companies are assessed and taxed upon tangible 
property only, in the same T^ay as domestic companie;^. Shares 
of i^tock of foreign cpmpanies are taxed to the holders. 

Indiana: — Express companies are assessed by the State 
Tax Commissioners upo^ the B(iarJ^et valine ot thieir stqckgf and 
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bonds as representing the value of the entire property of the 
companies. This valuation is apportioned to the counties and 
townships and the taxes collected at the rate of the general 
property tax. In addition to this tax all real estate, machinery, 
structures, and appliances are taxed by the local units in tiie 
same way as property of individuals is taxed. 

Iowa: — ^Express companies are assessed by the State 
Council upon all property, including franchise and indebted- 
ness, and this valuation is apportioned to the counties upon 
the basis of mileage, the taxes being collected at the same rate 
and in the same manner as those upon the property of in- 
dividuals. In addition to this, all real estate, machinery, etc. 
is taxed by the local taxing districts in exactly the same way 
as the property of individuals. 

Kansas: — Express companies are taxed by the State on 
their gross receipts from business done within the State at the 
rate of 4%, the gross receipts being considered as the actual 
receipts of the companies less amounts paid railroad companies 
for transportation. In addition to this tax all tangible property 
is assessed by the State Tax Comimssion and the valuation cer- 
tified to the taxing districts where the property has its situs 
and there taxed at the rate of the general property tax. Muni- 
cipal license taxes are allowed. Shares of stock of foreign 
corporations whose principal oflSce is without the State are 
taxed to the holders. 

Kentucky: — Express companies are assessed by a State 
Board upon the value of the franchise, which value is deter- 
mined by subtracting from the value of the capital stock the 
value of all tangible property otherwise assessed. This fran- 
chise valuation is apportioned to the taxing districts where the 
franchise is exercised and there taxed at the same rate as prop- 
erty in the hands of individuals. All tangible property is 
assessed and taxed by local officers under the general property 
tax. Domestic companies doing business entirely without the 
State pay a State tax of 1% upon the authorized amount of 
capital stock in lieu of all other taxes within the State. Shares 
of foreign companies not owning property within the State 
are taxed to the holders. 

Louisiana: — ^Express companies are taxed upon all their 
property, including franchises, as assessed by the State Board 
of Appraisers, the valuation being apportioned to the parishes 
and municipalities where the taxes are collected at the same 
rate as those upon property in the hands of individuals. 
Foreign companies are also subject to a license tax of $10 on 
each $1,000 of gross receipts within the State ; domestic com- 
panies pay license fees based upon gross receipts within ftc 



TAX LAWS OF OTHER STATES 207 

State, the amounts varying from $20 to $6,250 according to 
the amount of receipts. 

Maine: — Express companies are taxed by the State upon 
their gross receipts from business done wholly within the State 
and a proportional part (based on mileage) of the receipts 
from business coming from other States or countries into the 
State and from business going from this to other States or 
countries at the rate of 4%. Such companies are also subject 
to municipal taxes upon real estate. Shares of stock are taxed 
to the holders. 

Maryland: — ^Express companies are taxed by the State 
upon their gross receipts within the State at the rate of 2^^% ; 
the capital stock is assessed by the State Tax Commissioner, 
the valuation being apportioned to the counties where the 
holders reside and there taxed in the names of the holders, 
the corporation paying the tax, which is at the rate of the 
general property tax. All real estate is taxed as that of in- 
dividuals. 

Massachusetts: — ^Prom the market value of stocks, bonds, 
and such part of the unfunded debt as was incurred for con- 
struction, permanent equipment or improvement is deducted 
the value of all real and personal property subject to local tax- 
ation and securities not liable to taxation, and the remainder 
is taxed by the State at a rate equal to the average of the 
rates of the general property tax for the three preceding years. 
The proportion to be taxed in the case of interstate companies 
is determined upon the basis of gross receipts. Shares of stock 
in foreign express companies are taxed to the holders at cash 
value. 

Domestic business corporations organized to carry on ex- 
press business are taxed upon their corporate excess as domes- 
tic business corporations, not as express companies. 

Michigan: — Express companies are taxed by the State 
upon all property as assessed by the State Assessors, the taxes 
to be at the rate of the general property tax. All companies 
whose gross receipts are less than $500 per annum are ex- 
empt. 

Minnesota: — Express companies are taxed by the State 
upon their gross earnings from intra-state operations at the 
rate of 6% in lieu of all other taxes. In determining the gross 
earnings the express privileges are deducted from the gross 
receipts. 

Mississippi: — Express companies are subject to taxation 
upon all their property as assessed by the State Board of 
Ajssessors, the valuation being apportioned to the taxing dis- 
tricts and taxed at the rate of the general, property tax. They 
are also subject to State privilege taxes as follows: on each 
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compfi;9y $5QO.0O mid $5 per loile of first eltm r^tilroad track 
in the State over which goods are traiisporte4 ; $3 per mile of 
seeped c\8,§a track ; aiid $2 per mile of all otiier track. 

SKMfSpuri : — ^Express compauie3 are taxed by the State upon 
theip gross rec^ipts from business done withip the State ^t the 
rfttp of VA%i in additiou to local taxation upop property 
under the general property tax. 

Montana: — The tangible property of express companies is 
assessed and taxed exactly as property in tiie hands of individ- 
uals. In addition to this ad valorem tax, such companies aie 
subject to State license fees based upon gross receipts, the 
amounts varying from $5 to $225 per quarter according to tiie 
amount of the receipts. 

Nebra^a: — Express companies are taxed locally under 
tbiB generftl property ta^^ upon aU real estate, tangible property, 
and fri^nchises. They are also subject to the State ta:^ based 
upon the authorized amount of capital stock, the fees varying 
from $5 to $200. 

Nevada: — Express companies are taxed upon their pruf- 
erty at the rate of the general property tax. The total cai 
value of all property and franchises shall not be assessed as 
less than the largest amount, on which the net profit of the 
company for the year previous to assessment will pay interest 
or dividends at the rate of 8%. In computing the net profit 
the annual deterioration is to be allowed as an expense. Pordp 
corporations are subject to retaliatory provisions. 

New Hampshire : — Express companies are taxed upon all 
their property, including franchises, by the State, the a^KS- 
ment being made by the State Tax Commission and the rate 
of taxation being fixed by such Commission at a rate as nearly 
as possible equal to that of the general property tax. 

New Jersey: — Express companies are taxed by the Strte 
upon their gross receipts from business done within the St«te 
and a proportionate ^are of interstate earnings at the nh 
of 2%. In addition to this tax all tangible property is assMoi 
and taxed as the property of individuals. 

New Ble^co: — ^E^press companies are taxed by tiw Shfc 
upon their groins earnings from business done within the Strt> 
at the rate of 2%. Express privileges are deducted Irom ffW 
receipts in determining gross earnings. One-half of tto tSt 
is distributed to the counties upon the basis of business 4smt 
and one-half retained by the State. In addition to Hii| Ip 
uppn gross earnings all tangible property is taxed nnd«rttB 
general property tax, the valuation being made by thu AM* 
Board Qf Equ^lizatioQ m^ tl|ej[i apportioned to the eonntiia 
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New York: — ^Express companie^i are subject to a State tax 
upon gross earnings from business wliolly within the State at 
the rate of ^ of 1%^ and to a State franchise tax upon capital 
stock, the rates varying from % of a mill per $1 for each 1% 
of dividends declared to 1% mills on each $1 of capital stock 
employed in the State, according to the amount of dividends 
declare^. In addition to these taxes, express compani^ are 
assessed and taxed upon all tangible property in the same way 
as the property of individuals is taxed, this tax being for local 
use only. Foreign companies also pay an additional State 
license fee ot }i of 1% upon the capital stock employed in the 
State. 

North Carolina: — ^Express companies are assessed by the 
State Tax Commission upon all their property, including fran- 
chises and mortgages upon such property, the valuation being 
apportioned to the counties and taxing districts where the 
taxes are levied at the rate of the general property tax. In 
addition to these ad valorem taxes, such companies are taxed 
by the State upon their gross receipts from business wholly 
within the State at the rate of 2^% and municipal privilege 
taxes based upon population, the fees varying from $2.50 to 
$50, are allowed. 

North Dakota: — Express companies are taxed upon all 
their property under the general property tax, the assessment 
of real estate being made by local officers and that of other 
property by the State Board of Equalization. The valuation 
made by the State Board is apportioned to the counties upon 
the basis of mileage and the taxes collected locally. In un- 
organized counties the taxes are collected by the State Auditor 
for State use only. 

Ohio: — ^Express companies are taxed by the State upon 
their gross receipts from intra-state bulsiness at the rate of 2%. 
In addition to this they are taxed upon the market value of 
their capital Stock (less real estate locally taxed) as deter- 
mined by the State Tax Commission, and upon all real estate 
as assessed by local officers. The valuation of the stock is ap- 
portioned to the counties and the taxes upon it, as well as 
those upon real estate, are collected in the same way and at 
the same rate as those upon property in the hands of individ- 
uals. 

Oldahoma: — Express companies are taxed upon all their 
property under the general property tax, the assessments being 
made by either State or local officers. Intra-state companies 
are taxed in addition to this 3% upon their gross receipts from 
operation. 

Or^fon:— Express companies are taxed under the general 
property tax upon all their property as assesseil by the State 
15 
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Board, the valuations being apportioned to the counties and 
the taxes collected in the same way as those upon property in 
the hands of individuals. 

Pennsylvania : — ^Express companies are taxed by the State 
as follows: 5 mills on each $1 actual value of capital stock; 
8 mills on each $1 of gross receipts from traffic wholly within 
the State ; 4 mills on each $1 of bonds owned within the State. 
In addition to these State taxes, real and personal \)ropertT 
necessary to the business is taxed locally under the general 
property tax in Pittsburgh and Philadelphia, but such prop- 
erty is exempt elsewhere. 

Bhode Island : — ^Express companies are taxed by the State 
upon their gross receipts from operation within the State at 
the rate of 3% in lieu of all other taxes on intangible personal 
property or corporate excess and in lieu of all other laxation 
on personal property used in the business. Eeal estate is| 
taxed as that of individuals. 

South Oarolina:-^Express companies are taxed by the 
State upon their gross receipts from business within the State 
at the rate of 3 mills. In addition to this they are assessed brl 
the State Board of Assessors upon the market value of tiwir 
capital stock plus mortgages, this valuation being apportioned] 
to the counties and taxing districts, where the tiixes are col- 
lected at the same rate and in the same way as those upoDi| 
property in the hands of individuals. 

South Dakota: — Express companies are taxed ui>on alt I 
their property at the rate of the general property tax as 
assessed by the State board in lieu of all other taxes upon tha 
property of such companies, the tax being paid to the State 
treasurer, and distributed to the counties upon the basis of 
the property of such companies situated therein. Shares of| 
stock are taxed to the holders. 

Tennessee: — Express companies are taxed under the g( 
eral property tax upon all property, which property shall noDl 
be assessed at less than the cash yalue of both shares of stock 
and bonded debt. In addition such companies are subject ta 
a State license tax of $1,000 if the lines are less than 100 miles| 
in length and $2,500- if the lines are more than 100 miles. 

Texas :— Express companies are taxed by the State nponl 
their gross receipts at the rate of 2^^%, and are also subj 
to a franchise tax upon the amount of capital stock, gorpli 
and undivided profits, the rates of which tax are-SO^centi 
each $1,000 up to $1,000,000 and 25 cents on each $1,000 h 
excess of $1,000,000 for domestic companies ; foreign coi 
pay $1 on each $1,000 up to $100,000 and $2 on each $5,000 
excess of $100,000 and $2 on each $20,000 in excess of $1000.j 
000. In addition to these taxes such companies are 
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locally upon all their property under the general property tax. 

Utah: — Express companies are taxed upon all their prop- 
erty, including franchises, under the general property tax, the 
assessment being made by the State Board and the valuation 
apportioned to the taxing units where the taxes are collected 
in the same way as those upon property in the hands of in- 
dividuals. In addition to this tax, such companies are subject 
to a State license tax based upon the authorized amount of 
capital stock, the fees varying from $5 to $50. The property 
of express companies operating in only one county is assessed 
and taxed locally as property of individuals is taxed. 

Vennont: — Express companies are taxed by the State at 
the rate of $8 per mile of lines over which matter was trans- 
ported. They are exempt from local taxation upon property 
used in the business. Shares of stock in such companies are 
assessed and taxed to the holders. Express companies are also 
subject to the State license tax upon capital stock, the fees 
varying from $10 to $50. 

Virginia: — Express companies are subject to the State 
property tax upon all property as assessed by the State Corpor- 
ation Commission, the rate being 35 cents on $100. In addition 
to thiis such companies are taxed by the State $6 per mile of 
route within the State. Local property and license taxes are 
allowed. Shares of stock are taxed to the holders. 

Washington: — ^AU tangible property of express companies 
is assessed and taxed as property in the hands of individuals. 
In addition to these ad valorem taxes express companies are^ 
taxed by the State upon their gross receipts within the State at 
the rate of 5%. 

West Virginia: — ^AU express companies are taxed upon all 
their property under the general property tax, the assessment 
being made by the State Auditor and the valuation apportioned 
to the taxing districts. In addition to this tax all companies 
pay a license fee of $1.50 per mile of route within the State, 
and domestic companies also pay a franchise tax upon the 
amount of authorized capital stock, the fees varying from $10 
if the stock is $5,000 or less to $170 if the stock is $1,000,000 
-with an additional fee of $60 on each million dollars or frac- 
tion thereof in excess of one million. 

Wisconsin: — ^Express companies are taxed upon all their 
property, including franchises, by the State at the rate of the 
general property tax as determined by the State Tax Com- 
mission. 

Wyoming: — Express companies are taxed by the State 
5% upon gross receipts in lieu of all other taxes. One-half of 
this tax is retained by the State for State use and the other 
half apportioned to the counties upon the basis of mileage. 
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m. TELEPHONE OOKPANIES 

Alabama: — The State Board of Assessment values all the 
property of telephone companies, and this valuation is appor- 
tioned among the counties and municipalities on the basis of 
mileage. Taxes are then collected on this valuation at the 
same rate and in the same manner as those imposed on prop- 
erty in the hands of individuals. 

In addition to the property tax as described above, tele- 
phone companies doing a long distance business are subject 
to a State privilege tax at the following rates: Companies 
whose lines do not exceed 150 miles in length within the State, 
a tax of $1.00 per mile; companies whose lines are over 150 
miles in length within the State, $1.00 per mile of wire aiid' 
also a fee of $500. There is also a tax called franchise tax 
based upon stock, bonds and earnings, the rate being that of 
the general property tax. 

Arizona: — Telephone companies are taxed under the gen- 
eral property tax, the assessment being made by the State 
Board of Equalization and the valuation apportioned to the 
counties and taxing units, where the taxes are collected in 
the same way and at the same rate as those upon property in 
the hands of individuals. 

Arkansas: — Telephone companies are subject to a State 
franchise tax of 1-20 of 1% upon the amount of capital stock 
in addition to an ad valorem tax on the market value of the 
stocks and bonds as assessed by the State Commission. Tie 
portion of the valuation representing pole mileage is appor- 
tioned to the local taxing units where the taxes are collected 
at the rate of the general property tax. The valuation repre- 
senting the value of stations is apportioned to the taxing units 
in which the stations are located and there taxed at the rate 
of the general property tax. 

Oalifomiar^Telephone companies are taxed by the State 
upon their gross receipts from operation at the rate of 3^4% 
in lieu of all other taxes. The gross receipts of companies 
doing an interstate business are deemed to be all receipts 
on business beginning and ending within the State and a pro- 
portion, based upon mileage, of the receipts from bwiess 
passing through, into, or out of the State. 

Oolorado: — ^The total property of telephone companies Jb 
assessed by the State Tax Commission and the valuaticn 19- 
portioned to the counties and taxing districts upon tbe baas 
of mileage, the taxes being collected locally at the same itte 
and in the same way as those upon property in the hands of ft- 
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dividual^. Such oompimiefi also pay a State license tax of 2 
cents on each $1,000 of authorized capital stock. 

Delaware: — Telephone companies are subject to a State 
tax of 60 cents per mile for the longest ¥m*e in the State, 30 
cents per mile for the next longest, and 20 cents per mile for 
every other wire, and 25 cents on each transmitter. In ad- 
dition to these State taxes, such companies are subject to the 
general property tax assessed and collected locally. 

Distoiot of Cdumbia: — ^Telephone companies are taxed by 
the District at the rate of 4% upon their gross earnings within 
the District and in addition to this they are taxed on their 
realty, including overhead wires and supporting poles, under 
the general property tax. 

Florida: — ^Telephone companies are subject to taxation 
under the general property tax upon all assets. In addition 
to this, systems having 100 or more instruments operating in 
the State pay a State license tax of 12V^ cents on each intra- 
ment, provided that in no case shall the total tax exceed $200, 
and provided that in towns of less than 2,000 inhabitants such 
license tax shall not exceed $15. Shares of stock are taxable 
to the holder. 

(Georgia: — ^Telephone companies are assessed by the State 
Comptroller upon the total amount of their property, includ- 
ing indebtedness and franchises; this valuation is apportioned 
to the IpCal taxing units and the tax collected in the same 
way and at the same rate as that upon property in the hands of 
individuals. Such companies are also subject to a State 
license tax upon the authorized amount of capital stock, the 
fees varying from $5 to $75. 

Idaho: — Telephone companies are assessed by the State 
Board of Equalization upon all their property, this viduation 
being apportioned to the counties upon the basis of mileage, 
and the taxes collected at the same rate and in the same way 
as those upon property in the hands of individuals. In ad- 
dition to this, there is a State license tax upon the authorized 
amount of capital stock, the fees varying from $10 to $150 
according to the amount of stock. 

Illinois: — Domestic telephone companies are assessed by 
the State Board of Equalization upon the market value of 
their stocks and bonds, ineluding the value of the franchise, 
deducting from this valuation the assessed value of all tangible 
property. The remainder is taxed at the rate of thie general 
property tax at the principal ofiice of the company. Beal at^d 
personal property is assessed and taxed locally under the gen- 
eral property tax. 

ForeigpQi companies are assessed and taxed upon tangible 
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property only, in the same.wny as domestie companies. Shares 
of stock of foreign companies are taxed to the holders. 

Indiana: — Telephone companies are assessed by the State 
Tax Commissioners upon the market value of their stocks and 
bonds as representing the value of the entire property of ^t 
companies. This valuation is apportioned to the counties and 
townships and the taxes collected at the same rate and in the 
same manner as those imposed i^>on property in the hands o( 
individuals. In addition to this tax all real estate of such com- 
panies is taxed by the local taxing units in the same way as 
property of individuals is taxed. 

Iowa: — ^Telephone companies are assessed by the State 
Council upon all property, including franchise, and this yalu- 
ation is apportioned to the counties upon the basis of mileage, 
the taxes being collected at the same rate and in the same 
manner as those upon the property of individuals. 

Kansas : — All property of interstate and intercounty tel^ 
phone companies is assessed by the State Tax Commission and 
this valuation apportioned to the taxing districts upon the 
basis of mileage, the taxes being collected locally at the rate 
of the general property tax. Telephone companies doing busi- 
ness in only one county are assessed and taxed upon their 
property exactly as the property of individuals is taxed. 
Municipal license taxes upon all companies are allowed. 
Shares of stock of foreign companies having their prineipal 
ofSce outside the State are taxed to the holders. 

Kentucky : — Telephone companies are assessed by a State 
board upon the value of the franchise, which value is deter- 
mined by subtracting from the value of the capital stock the 
value of all tangible property otherwise assessed. This fran- 
chise valuation is apportioned to the taxing districts where tiie 
franchise is exercised and there taxed at the same rate as 
the property of individuals. All tangible property is assessed 
and taxed by local officers under the general property tax. 
Domestic companies doing business entirely without the State 
pay a State tax of 1% upon the authorized amount of capital 
stock in lieu of all other taxes within the State. Shares of 
foreign companies not owning property within the State are« 
taxed to the holders. 

Louisiana: — ^The entire property of telephone companiw, 
including franchises, is valued by the State Board of Apprtf- 
ers and this valuation apportioned to the parishes and vad- 
cipalities where the taxes are collected at the same rate tf 
those upon property in the hands of individuals. Foreign ewB* 
panics are also subject to a license tax of $5 on each $1,W0 
of gross earnings within the State. Domestic companies pV 
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license taxes based upon gross receipts within the State, the 
fees varying from $20 to $6,250, according to the amount of 
receipts. -. 

Maine: — ^Telephone companies are taxed by the State 
upon their gross receipts from business wholly within the 
State, the rates varying from 1^% to 6% according to the 
amount of the receipts. This tax is apportioned to the cities 
and towns in which owners of stock reside as follows: 1% 
of the value of stock owned in cities and towns, with provision 
that the amount apportioned shall not be a greater part of the 
whole tax received than the proportion which stock owned 
within the State bears to the total amount of stock, and pro- 
vided that the amount so apportioned shall not exceed the 
total amount received from the tax upon the receipts. The 
remainder of the tax is retained by the State. 

Maryland: — Telephone companies are taxed by the State 
upon their gross receipts within the State at the rate of 2% ; 
the capital stock is assessed by the State' Tax Commissioner 
and the valuation apportioned to the counties where the hold- 
ers reside and there taxed in the name of the holders, the cor- 
poration paying the tax, which is at the rate of the general 
property tax.' All real estate is taxed as that of individuals. 

Massachusetts: — Telephone companies are taxed by the 
State upon the margin of intangible value found by deduct- 
ing the assessed value of certain tangible property, which is 
taxed to the corporation by local units, from the cash value of 
so much of the capital stock as is proportioned to that part of 
its line within the State, determined on the basis of the number 
of instruments within and without the State. This tax upon 
corporate excess is at a rate equal to the average of the rates 
of the general property tax for the three preceding years. 
Works, structures, real estate, machinery, conduits, wires and 
pipes are assessed and taxed locally as property of individuals 
is taxed. 

Michigan: — Telephone companies whose receipts are less 
than $500 are exempt. If the gross receipts within the State 
exceed $500, the property of telephone companies is assessed 
by the State board and taxed at the rate of the general prop- 
erty tax. 

Minnesota: — Telephone companies are taxed by the State 
upon their gross earnings from operation at the rate of 3% in 
lieu of all other taxes. The gross earnings of companies doing 
an interstate business include a proportionate share, based 
upon mileage, of the interstate gross receipts from operation. 

KDssissippi: — ^Telephone companies are subject to taxation 
upon all their property as assessed by the State Board of Asses- 
sors, the valuation being apportioned to the taxing districts 
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and taxed at the rate of the general property %bl%^ They m 
alao aubjeet to various privilege taxea, those upon exchangei 
varying from $2.50 to $100 according to the number of ^ 
acriber^ and those upon long dJistance coQipaiues operating 
less than 1,000 miles pole line, from 5 cents to 25 cents per 
mile of pole line, according to the number of miles of such Imt 
Lo^g distance companies operating 1,000 miles or more of line 
pay a tax of $250, Municipal privilege taxes are allowed upon 
exchanges only. 

Missouri : — Telephone companies are taxed upon all ihek 
property, including the franchises, at the rate of the general 
property tax, the assessment being made by the State board 
and the valuation apportioned to uxe counti^ and taxing dii- 
tricts where the tax is collected in the saii^e maimer as that 
upon the property of natural persons. Local property ia 
assessed by local officers. Shares in foreign companie« are 
taxed to the holders at market value. 

Blontaiia: — The property of telephone companies is 
assessed and taxed exactly like property in the hands of in- 
dividuals. The capital stock and franchises are assessed at 
the principal office of the company and other piH)perty wh^ 
it is situated. In addition to this ad valavem tax telephone 
companies are subject to county license fees, based upon popu- 
lation and varying from $100 to $400 a year. 

Nebraska: — Telephone companies are taxed locally under 
the general property tax upon all property and firanchises. 
They are also subject to the State tax upon the authoriied 
amount of capital stock, the fees varying from $5 to $200. 

Nevada: — Telephone companies are taxed upon aU Aeir 
property under the general property tax, the assessment bdng 
made by the State Board and the valuation apportioned lo 
the taxing districts where the taxes are collected. Foreip 
companies are subject to retaliatory provisions. 

New HampsUre: — Telephone companies are taxed upon 
all their property, including franchises, by th^ State, tte 
assessment being made by the State Tax Commission and tha 
rate of taxation being fixed by such Commission at a rate ai 
nearly as possible equal to that of the general property ti|x. 

New Jersey: — ^Telephone companies are taxed by the 8Me 
upon their gross receipts from business done withJA th^ 9ttfte 
and a proportionate diare of interstate earnings at t^ Ute 
of 2%. In addition to this tax all tangible property is aamri 
and taxed as the property of individuals. 

New Mexico :-T-Telephone compaides are a«s*Mse4 ^ 
taxed upon all their property a^ valued by th^ Stot^ Uptati 
of Bqualizatio^i, the valuation being apportioned tn Ikt 
counties and municipatities and the taxes ooUeeted i^ ^b^\ 
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way and at the same rate as those upon property in the hands 
of indiyiduals. 

New York: — ^Telephone companies are subject to a State 
tax upon gross earnings from business wholly within the State 
at the rate of ^ of 1%, and to a State franchise tax upon 
capital stock, the rates varying from ^ of a mill per $1 for 
each 1% of dividends declared to 1^ mills on each $1 of 
capital stock employed in the State, according to the amount 
of dividends declared. In addition to these taxes, telephone 
companies are assessed and taxed upon all tangible property 
in the same way as the property of individuals is taxed, this 
tax being for local use only. Foreign companies also pay 
an additional State license fee oi j4 of 1% upon the capital 
stock employed in the State. 

North Carolina: — Telephone companies are assessed by the 
State Tax Commission upon all their property, including fran- 
chises and mortgages upon such property, the valuation being 
apportioned to the counties and taxing districts where the 
taxes are levied at the rate of the general property tax. In 
addition to the ad valorem taxes, such companies are taxed 
by the State upon their gross receipts from business within 
the State and a share of interstate earnings at the rate of 2y^%, 

North Bakota: — ^Telephone companies are taxed upon all 
their property under the general property tax, the assessment 
of real estate being made by local officers and that of fran- 
chise, poles, and wire by the State Board of Equalization. The 
valuation made by the State Board is apportioned to the 
counties upon the basis of mileage, and the taxes collected 
locally. In unorganized counties the taxes are collected by 
the State Auditor for State use only. 

Ohio: — Telephone companies are subject to a State excise 
tax based upon gross receipts from intranstate business at the 
rate of 1.2%. In addition to this they are taxed upon the 
naarket value of their capital stock (less real estate locally 
taxed) as determined by tiie State Tax Commission, and upon 
all real estate as assessed by local officers. The valuation of 
the stock is apportioned to the counties and the taxes upon 
it, as well as those upon real estate, are collected in the same 
way, at the same rate, and for the same purposes as those upon 
property in the hands of individuals. 

OUahoma: — ^Telephone companies are taxed upon all their 
property under the general property tax, the assessments being 
made by either State or local officers. Intra-state companies 
are taxed in addition to this ^4 of 1% upon their gross receipts 
from operatioii. 

Orefl^n: — ^Telephone companies aire tipsied under the gen- 
eral property t^x upon all their property as assessed by the 
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State Board, the valuations being apportioned to the counties 
and the taxes collected in the same way as those upon property 
in the hands of individuals. 

Pennsylvania: — Telephone companies are taxed by the 
State as follows: 5 mills on each $1 actual value of capital 
stock ; 8 mills on each $1 of gross receipts from traffic wholly 
within the State ; 4 mills on each $1 of bonds owned within the 
State. In addition to these State taxes, real and personal 
property necessary to the business is taxed locally under the 
general property tax in Pittsburgh and Philadelphia, but such 
property is exempt elsewhere. 

Rhode Island: — Telephone companies are taxed by the 
State upon their gross receipts from operation within the 
State at the rate of 2% in lieu of all other taxes on intangible 
personal property or corporate excess and in lieu of all other 
taxation on personal property used in the business. Real 
estate is taxed as that of individuals. 

South Oarolina: — Telegraph companies. are taxed by the 
State upon their gross receipts from business within the State 
at the rate of 3 mills. In addition to this they are assessed by 
the State Board of Assessors upon the market value of their 
capital stock plus mortgages, this valuation being apportioned 
to the counties and taxing districts where the taxes upon it are 
collected at the same rate and in the same way as those upon 
property in the hands of individuals. 

South Dakota: — ^Telephone companies are taxed upon all 
their property, including franchises, as assessed by the State 
board, the valuation being apportioned to the various taxing 
districts and the taxes collected at the same rate and in the 
same manner as those upon property in the hands of individ- 
uals. Shares of stock are taxed to the holders. 

Tennessee: — Telephone companies are assessed and taxed 
upon all their property under the general property tax; prop- 
erty having an actual situs is assessed by local officers, idl 
other property by the State Tax Commissioners. The valu- 
ation made by the State Commissioners is apportioned to the 
counties and taxing districts and the taxes upon it, as well as 
those upon local property, collected in the same way as those 
upon property of individuals. In addition to these taxes, tele- 
phone companies are subject to State license taxes varying 
from 20 cents to 50 cents upon each instrument, according to 
population. Mutual companies not run for profit are exen^tt 
from this license tax. 

Texas : — Telephone companies are taxed by the State upon 
their gross receipts from business within the State at the rate 
of 1^%, and are also subject to a franchise tax upon tiie 
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amount of capital stock, surplus and undivided profits, the 
rates of which tax are 50 cents on each $1,000 up to $1,000,000 
and 25 cents upon each $1,000 in excess of $1,000,000 for do- 
mestic corporations ; foreign companies pay $1 on each $1,000 
up to $100,000 and $2 on each $5,000 above $100,000 up to 
$1,000,000 and $2 on each $20,000 in excess thereof. In ad- 
dition to these taxes such companies are assessed locally upon 
all their property under the' general property tax. 

Utah: — Telephone companies are taxed upon all their 
property, including franchises, under the general property tax, 
the assessment being made by the State Board and the valu- 
ation apportioned to the taxing imits, where the taxes are col- 
lected in the same way as those upon property of individuals. 
In addition to these taxes such companies pay a State license 
tax based upon the authorized amount of capital stock, the 
fees varying from $5 to $50. Property of telephone companies 
operating in only one county is assessed and taxed locally as 
property of individuals is taxed. 

Vermont: — Telephone companies are taxed by the State 
upon their gross receipts collected within the State at the rate 
of 3% or, in lieu thereof, 40 cents upon each transmitter and 
30 cents upon each mile of telephone wire in use in the State. 
Such companies are exempt from all local taxation on prop- 
erty used in the business. Telephone companies are also sub- 
ject to the State license tax upon capital stock, the fees vary- 
ing from $10 to $50. 

Virginia: — Telephone companies are subject to the State 
property tax upon all property, the assessment being made by 
the State Corporation Commission and the rate of taxation 
being 35 cents on $100. Tangible property is taxed locally 
under the general property tax. In addition to these ad 
valorem taxes such companies are taxed by the State upon their 
gross earnings within the State as follows: i£ the gross earn- 
ings do not exceed $50,000 in cases where the pole mileage is 
not greater than 400 miles and where the company is not owned 
or controlled by a company whose receipts are in excess of 
$50,000 per annum, the tax upon gross earnings is at the rate 
of 1% ; if any one of the above conditions is not fulfilled, the 
tax is $2 per mile of poles and 1% on the gross earnings up to 
$50,000 and 2% on earnings in excess thereof. Local license 
taxes are also allowed. Mutual telephone companies are sub- 
ject to the property taxes only. Shares of foreign companies 
are taxed to the holders. 

Washington: — ^AU the property, real and personal, of tele- 
phone companies is assessed and taxed in the same way as 
property in the hands of individuals. 
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West Vb^iiiift: — ^AU telephone compazuM are taxed i^on 
all their property as aasessed by the State board, the rate of 
taxation being'that of the general property tax. In additioii to 
the above ad valorem tax all domestic companies pay a State 
license tax upon the authorized amount of capital stock, the 
fees varying from $10 if the capital stock is $5,000 or less to 
$170 if the stock is $1,000,000 with an additional fee of $fO 
on each million dollars or fraction thereof in excess of ooe 
million. Foreign companies pay a State license tax of $1.00 
per mile of wire between cities and towns (one line of wire 
V counted), but not in local exchanges, the minimum tax being 
$100.00. 

Wisconsin: — ^Telephone companies are taxed by the StzU 
upon their gross receipts from both exchange and toll-line ser- 
vice wholly within the State and upon a proportionate amount, 
based upon mileage, of the receipts from interstate toll-line 
service at the following rates : 5% if such receipts equal or 
exceed $500,000.00; 4% if from $36o,OOaOO to $500,000.00; Z% 
if from $100,000.00 to $300,000.00; and 2y2% if below $100,. 
000.00. All receipts from toll-line business and 15% of ex- 
change receipts are retained by the State for State use ; 85^ 
of exchange receipts are distributed to the taxing districts is 
which the exchanges are located. 

Wyoming: — ^All property of telephone companies is 
assessed by the State board and the valuation i^portioned to 
the various taxing districts, where the taxes are collected at 
the same rate and in the same way as those upon property in 
the hands of individuals. Local assessment and taxation k 
incorporated towns, villages, and cities is allowed. 

IV. TELEOBAPH COMPANIES 

Alabama : — ^The State Board of Assessment values all th' 
property of telegraph companies and this valuation is appor- 
tioned among the counties and municipalities on the baffls of 
mileage. The taxes are collected on this valuation at the same 
rate and in the same manner as those on property in the hsndi 
of individuals. In addition to the property tax as described 
above, telegraph companies doing a long distance business m 
subject to a State privilege tax at the following rates: csb- 
panics whose lines do not exceed 150 miles in length within ^ 
State, a tax of $1.00 per mile ; companies whose lines are evtf 
150 miles in length within the State, $1.00 per mile and abta 
fee of $600. There is also a tax called ^^ franchise tax" hmd 
upon stock, bonds and earnings, the rate being that of tito 
eral property tax. 

Arizona: — ^Telegraph companies are taxed und^r the 
eral property tax, the assessment being made by the State 
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Boa^d of Equalization and the valuation apportion^ to the 
counties and taxing units, where the taxes are eoUected in the 
same way and at the saine rate as those upon property in the 
hands of individuals. 

Arkansas: — ^Telegraph companies are taxed by the State 
1-20 of 1% upon Hie amount of capital stock and also upon 
the market vidue of the stocks and bonds as assessed by the 
State .Commission. The valuation of the C!ommission is appor* 
tioned to the taxing units on the basis of mileage and the taxes 
collected at the rate of the general property tax. 

California: — Telegraph companies are taxed by the State 
upon their gross receipts from operation at the rate of 3V^% 
in lieu of all other taxes. The gross receipts of companies 
doing an interstate business are deemed to be all receipts on 
business beginning and ending within the State and a pro- 
portion, based upon mileage, of the receipts from business pass- 
ing through, into, or out of the State. 

Colorado: — ^The total property of telegraph companies is 
assessed by the State Tax Commission and the valuation appor- 
tioned to the counties and taxing districts upon the basis of 
mileage, the taxes being collected locally at the same rate and 
in the same way as those upon property in the hands of individ- 
uals. Such companies also pay a State license tax of 2 cents 
on each $1,000 of authorized capital stock. 

Delaware: — ^Telegraph companies are subject to a State 
tax of 60 cents per mile for the longest wire in the State, 30 
cents per mile for the next longest, and 20 cents per mile for 
every other wire. In addition to these taxes, such companies 
are subject to the gfeneral property tax assessed and collected 
locally. 

District of Columbia: — Telegraph companies are taxed by 
the District upon all their property under the general property 
tax. 

Florida: — ^Telegraph companies are subject to taxation 
under the general property tax upon all assets. In addition 
to this, such companies pay a State license tax of 50 cents per 
mile of wire, one-half of which tax is distributed to the coimties 
on the basis of line mileage, and one-half retained by the State. 
Shares of stock are taxable to the holders. 

Ckorgia: — ^Telegraph companies are assessed by the State 
Comptroller upon the total amount of their property, includ- 
ing indebtedness and franchises; this valuation is apportioned 
to the local taxing units and the tax collected in the same way 
and at the same rate as that upon property in the hands of 
individuals. Such companies are also subject to a State license 
tax upon the authorized amount of capital stock, the fees vary- 
ing mm $5 to $75. 
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Idaho: — Telegraph companies are assessed by the State 
Board of Equalization upon all their property, this valuation 
being apportioned to the counties upon the basis of mileage, 
and the taxes collected at the same rate and in the same way 
as those upon property in the hands of individuals. In ad- 
dition to this, there is a State license tax upon the authorized 
lunount of capital stock, the fees varying from $10 to $150 
according to the amount of stock. 

Illinois: — Domestic telegraph companies are assessed bj 
the State Board of Equalization upon the market value of their 
stocks and bonds, including the value of the franchise, deduct- 
ing from this valuation the assessed value of all tangible prop- 
erty. The remainder is taxed at the rate of the general prop- 
erty tax at the principal office of the company. Real and per- 
sonal property is assessed and taxed locally under the general 
property tax . 

Foreign companies are assessed and taxed upon tangible 
property only, in the same way as domestic companies. Shares 
of stock of foreign companies are taxed to the holders. 

Indiana: — Telegraph companies are assessed by the State 
Tax Commissioners upon the market value of their stocks jmd 
bonds as representing the value of the entire property of the 
companies. This valuation is apportioned to the counties and 
townships and the taxes collected at the rate of the general 
property tax. In addition to this tax all real estate of soch 
companies is taxed by the local units in the same way as prop- 
erty of individuals is taxed. 

Iowa: — Telegraph companies are assessed by the State 
Council upon all property, including franchises, and this vah- 
ation is apportioned to the counties upon the basis of mileafe. 
the taxes being collected at the same rate and in the same mty 
as those upon the property of individuals. 

Kansas: — All property of telegraph companies is assessed 
by the State Tax Commission and this valuation apportioned to 
the taxing districts upon the basis of mileage, the taxes being 
collected locally at the rate of the general property tax. Muni- 
cipal license taxes are allowed. Shares of stock of foreign eo»- 
panies having their principal office outside the State are taxed 
to the holders. 

Kentucky: — Telegraph companies are assessed by a State 
Board upon the value of the franchise, which value is deter- 
mined by subtracting from the value of the capital stock fte 
value of all tangible property otherwise assessed. This fran- 
chise valuation is apportioned to the taxing districts yihfft 
the franchise is exercised and there taxed at the same rate » 
property in the hands of individuals. All tangible property v 
assessed and taxed by local officers under the general proport; 
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tax. Domestic companies doing business entirely without the 
State pay a State tax of 1% upon the authorized amount of 
capital stock in lieu of all other taxes within the State, ^ares 
of foreign companies not owning property within the State are 
taxed to the holders. 

Louisiana: — ^Telegraph companies are taxed upon all their 
property, including franchises, as assessed by the State Board 
of Appraisers, the valuation being apportioned to the parishes 
and municipalities, where the taxes are collected at the same' 
rate as those upon property in the hands of individuals. 
Foreign companies are also subject to a license tax of $3 on 
each $1,000 of gross earnings within the State. Domestic com- 
panies pay license fees based upon gross receipts within the 
State, the amounts varying from $20 to $6,250 according to 
the amount of receipts. ' 

Maine: — ^Telegraph companies are taxed upon their gross 
receipts from business within the State, the rate of the tax 
varying from 1%% to 6% according to the amount of receipts. 
This tax is apportioned to the cities and town in which owners 
of stock reside as follows: 1% of the value of stock owned in 
cities and towns with provision that the amount apportioned 
shall not be a greater part of the whole tax received than the 
proportion which stock owned within the State bears to the 
total amount of stock and provided that the amount so appor- 
tioned shall not exceed the amount received from the tax upon 
receipts. The remainder of the tax is retained by the State. 

Maryland: — Telegraph companies are taxed by the State 
upon their gross receipts within the State at the i:ate of 2^% ; 
the capital stock is assessed by the State. Tax Commissioner 
and the valuation apportioned to the counties where the holders 
reside and there taxed in the names of the holders, the corpor- 
ation paying the tax, which is at the rate of the general prop- 
erty tax. All real estate is taxed as that of individuals. 

Massachusetts:*— Telegraph' companies are taxed by the 
State upon the margin of intangible value found by deducting 
the assessed value of certain tangible property, which is taxed 
to the corporation by local units, from the cash value of so 
much of the capital stock as is proportional to that part of its 
line within the State, determined on the basis of miles of wire 
\#ithin and without the State. This tax upon corporate excess 
is at a rate equal to the average of the rates of the general 
property tax for the three preceding years. Works, structures, 
real estate, machinery, conduits, wire and pipes are assessed 
and taxed locally as property of individuals is taxed. 

BQchigan: — ^Telegraph companies whose receipts are less 
than $500 are exempt. If the gross receipts within the State 
exceed $500, the property of such companies is assessed by the 
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StAte board and taxed at the rate of the general prop^ty 
tax. 

Ifinnesote: — ^Telegraph companies are taxed by the State 
upon the cash value of all their property at a rate to be deter- 
mined by the State Board of Equalization, this tax being m 
lieu of all others. 

B Bai i sslppi; — ^Telegraph companies are subject to taxation 
^upon all their property as assessed by the State Board rf 
* Assessors, the valuation being apportioned to the taxing dis- 
tricts and taxed at the rate of the general property tax. Hey 
are also subject to a State privilege tax based upon miles <^ 
pole line, the rate being 25 cents per mile, with a maximum tax 
of $260.00. 

Mlsaouri: — Telegraph companies are taxed upon all their 
property, including franchises, at the rate of the general prop- 
erty tax, the assessment being made by the State board ai^ He 
valuation apportioned to the taxing districts, where the tax 
is collected as that upon the property of natural persons. Loeal 
property is assessed by local officers. Shar^ in foreign com- 
panies are taxed to the holders at market value. 

Montana: — ^The property of telegraph companies is 
assessed and taxed exactly as property in the hands of individ- 
uals. The capital stock and franchises are assessed at the 
principal office of the company and other property where situ- 
ated. In addition to this ad valorem tax, such companies tre 
subject to county license fees of $5 per quarter on each instru- 
ment in use. 

Nebraska: — ^Telegraph companies are taxed locally mider 
the general property tax upon all property and franchises. 
They are also subject to the State tax upon the aul^oriaed 
amount of capital stock, the fees varying from $5 to $200. 

Nevada: — ^Telegraph companies are taxed upon all thrir 
property under the general property tax, the assessment beisf 
made by the State Board and the valuation apportioned to fte 
taxing districts where the taxes are collected. Foreign c<»- 
panics are subject to retaliatory provisions. 

New Hampshire : — ^Telegraph companies are taxed upon d 
their property, including franchises, by the State, the amm 
ment being made by the State Tax Commission and the ratsef 
taxation being fixed by such Commission at a rate as nearly fa 
possible equal to that of the general property tax. 

New Jersey : — ^Telegraph companies are taxed by the BUbt 
upon their gross receipts from business done within the 9lafc 
and a proportionate share of inteiistate earnings at the fits d 
2%. !bi addition to this tax all tangible pi^perty is wUimti 
and taxed as the property of individuate. 

New Meadco: — ^Telegraph companies are assessed Ml 
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taxed upon all their property as valued by the State Board 
of Equalization, the valuation being apportioned to the counties 
and municipalities and the taxes collected in the same way and 
at tiie same rate as those upon property in the hands of individ- 
uals. 

New York : — ^Telegraph companies are subject to a State 
tax upon gross earnings &om business wholly within the State 
at the rate of % of 1%, and to a State franchise tax upon capi- 
tal stock, the rates varying from ^ of a mill per $1 for each 
1% of dividends declared to 1% mills on each $1 of capital 
stock employed in the State, according to the amount of divi- 
dends declared. In addition to these taxes, telegraph com- 
panies are assessed and taxed upon all tangible property in 
the same way as the property of individuals is taxed, this tax 
being for local use only. Foreign companies also pay an ad- 
ditional State license fee of J^ of 1% upon the capital stock 
employed in the State. 

North Oarolina: — ^Telegraph companies are assessed by the 
State Tax Commission upon all their property, including fran- 
chises and mortgages upon such property, the valuation being 
apportioned to the counties and taxing districts, where the 
taxes are levied at the rate of the general property tax. In 
addition to the ad valorem taxes, such companies are taxed 
by the State upon their gross receipts from business done 
wholly within the State at the rate of 2^^% and municipal 
license fees based upon population, the amounts varying from 
$10 to $50, are allowed. 

North Dakota: — ^Telegraph companies are taxed upon all 
their property under the general property tax, the assessment 
of real estate being made by local officers and that of franchise, 
poles, and wire by the State Board of Equalization. Thie valu- 
ation made by the State Board is apportioned to the counties 
upon the basis of mileage, and the taxes collected locally. Tii 
unorganized counties the taxes are collected by the Stkte Atf 
ditor for State use only. 

Ohio: — ^Telegrapli companies are taxed by the State ppon 
their gross receipts from intra-state business at the rate of 2%. 
In addition to this they are taxed upon the market value 6f 
their capital stock (less real estate locally taxed) as deterinined 
by the State Tax Commission, and upon all real estate a« 
assessed by local officers. The valuation of the stock is ap-" 
portioned to the counties and the taxes upon it, as well as those 
upon real estate, are collected in the same way and at the same 
rate as those ui>on property in the hands of individuals. 

Oldalioma: — ^Telegraph companies are taxed upon all their 
property under the general property tax, the assessments being 
made bT% either State or local officers. Intra-state companies 
16 
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are taxed in addition to this 2 per cent, upon their gross r^ 
«eipt8 from operation. 

Oregon: — ^Telegraph companies are taxed under the gen- 
eral property tax upon all their property as assessed by the 
State Board, the valuations being apportioned to the comities 
and the taxes collected in the same way as those upon property 
in the hands of individuals. 

Pennsylvania: — ^Telegraph companies are taxed by the 
State as follows: 5 mills on each $1 actual value of capital 
stock ; 8 mills on each $1 of gross receipts from traffic wh(dly 
within the State ; 4 mills on each $1 of bonds owned within 
the State. In addition to these State taxes, real and personal 
property necessary to the business is taxed locally under the 
general property tax in Pittsburgh and PhiladelpMa, but such 
property is exempt elsewhere. 

Bhode Island: — ^Telegraph companies are taxed by the 
State upon their gross receipts from operation within the State 
at tlie rate of 2% in lieu of all other taxes on intangible per- 
sonal property or corporate excess and in lieu of all other 
taxation on personal property used in the business. Beal es- 
tate is taxed as that of individuals. 

South Oarolina: — Telegraph companies are ts^ed by the 
State upon their gross receipts from business within the State 
at the rate of 3 mills. In addition to this they are assessed by 
the State Board of Assessors upon the market value of their 
capital stock plus mortgages, this valuation being apportionej 
to the counties and taxing districts, where the taxes upon it 
are collected at the same rate and in the same manner as those 
upon property in the hands of individuals. 

Soutii Dakota: — ^Telegraph companies are taxed at the 
rate of the general property tax upon all their property m 
assessed by the State board, the taxes being paid to tiie State 
Treasurer and then distributed to the counties upon the basis 
of fixe property of such companies situated therein. This tax 
is in lieu of all others upon the property of such companies 
Shares of stock are taxed to the holders. 

Tennessee: — ^Telegraph companies are assessed and taxed 
upon all their property under the general property tax; prop- 
erty having an actual situs is assessed by local officers, iB 
other property by the State Tax Commissioners. The nh- 
ation made by the State Commissioners is apportioned to tk 
counties and taxing districts and the taxes upon it, as weD ai 
those upon local property, collected in the same way astlo* 
upon property of individuals. In addition to these taxes, tefc- 
graph companies are subject to State license taxes mpsi 
from $20 for companies operating from 25 to 100 mitarf 
wire to $700 for companies operating from 300 to 1,Q00 ©to 
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of wire, with an additional $20 for each 100 miles of wire in 
excess of 1,000 miles up to 6,000 miles, and $10 for each 100 
miles in excess of 6,000 miles. 

Texas : — Telegraph companies are taxed by the State upon 
their gross receipts from business within the State at the rate 
of 2%%, and are also subject to a franchise tax upon the 
amount of capital stock, surplus and undivided profits, the 
rates of which tax are 50 cents on $1,000 up to $1,000,000 and 
25 cents upon each $1,000 in excess thereof, for domestic com- 
panies ; foreign companies pay $1 on each $1,000 up to $100,000 
and $2 on each $5,000 in excess of $100,000 up to $1,000,000 
and $2 on each $20,000 in excess thereof. In addition to these 
taxes such companies are assessed locally upon all their prop- 
erty under the general property tax. 

Utah: — ^Telegraph companies are taxed upon all their 
property, including franchises, under the general property 
tax, the assessment being made by the State Board and the 
valuation apportioned to the taxing units where the taxes are 
collected in the same way as those upon property in the hands 
of individuals. In addition to this tax, such . companies are 
subject to a State license tax based upon the authorized 
amount of capital stock, the fees varying from $5 to $50. The 
property of telegraph companies operating in only one county 
is assessed and taxed locally as property of individuals is 
taxed. 

Vermont: — Telegraph companies are taxed by the State 
upon their gross receipts collected within the State at the rate 
of 3% or, in lieu thereof, 60 cents per mile for poles and one 
line of wire and 40 cents for each additional wire owned and 
operated within the State. They are exempt from all local 
taxation except upon property not used in the business. Shares 
of stock in such companies are assessed and taxed to the hold- 
ers as personal property. Telegraph companies are also sub- 
ject to the State license tax upon capital stock, the fees vary- 
ing from $10 to $50. 

Virginia: — Telegraph companies are subject to the State 
property tax upon all property, the assejsment being made by 
the State Corporation Commission and the rate of taxation 
being 35 cents on $100. Tangible property is taxed locally 
under the general property tax. In addition to these ad 
valorem taxes such companies are taxed by the State $2 per 
mile on poles and conduits and 2% upon intra-state gross earn- 
ings. I^ares of foreign companies are taxed to the holders. 
Local license taxes are allowed. 

Washington: — ^The property of telegraph companies is 
assessed *by the State Board of Tax Commissioners, the valu- 
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ation being api>ortion€id to the counties upon the basis of mile- 
age, and the taxes collected at the same rate and in the same 
manner as those upon the property of individuals. 

West Virginia: — ^Telegraph companies are taxed upon all 
their property as assessed by the State board, the rate of tax- 
ation being that of the general property tax. In addition to 
this tax all domestic companies pay a State license tax npoo 
the authorized amount of capital stock, the fees varying from 
$10 if the stock is $5,000 or less to $170 if the stock is $1,000,- 
000 with an additional fee of $60 on each million dollus or 
fraction thereof in excess of one million. Foreign companies 
pay a State license tax of $1.00 per mile of wire between cities 
and towns (one line of wire counted), but not in local ex- 
changes, the minimum tax being $100.00. 

Wisconsin: — ^Telegraph companies are taxed upon all Hmr 
property, including franchises, by the State at the rate of the 
general property tax as determined by the State Tax C<wi- 
mission. 

Wyoming: — ^All property of telegraph con^anies is 
assessed by the State Board and the valuation apportioned to 
the various taxing districts, where the taxes are collected at 
the same rate and in the same way as those upon property in 
the hands of individuals. Local assessment and taxation bj 
incorporated towns, villages, and cities is allowed. 



APPENDIX m 

TAXATION OP RAILROAD CORPORATIONS BY THE 

STATE OP CONNECTICUT 

The following is a statement of the data on which the taxes of the 
New York, New Haven and Hartford Railroad Company and other 
steam railroad companies were based in 1912 under the present 
statutes, together with the detail of the computation by which the 
amounts of the respective taxes were determined. 

COMPUTATION OP THE TAX OP THE NEW YORK, NEW HAVEN 
AND HARTPORD RAILROAD COMPANY IN 1912 

Total length 785.60 miles. 

In Connecticut 368.78 " 

Outside Connecticut .. 426.82 

Shares of stock 1,796,286 

Shares of the capital stock issued in ex- 
change for stock of railroads in an- 
other state, and not a part of this 
company's lines 60,571 

Number of shares of capital stock for 

purpose of taxation • • . • 1,735,715 

1,735,715 shares of stock, ^$135% $235,189,382.50 

Funded debt: 

Amount of said debt at par $ 61,546,100.00 

Amount of said debt below par, 

$142,102,700.00 131,588,650.50 

Floating debt 33,895,000.00 226,529,750.50 

Total vi^e of shares of capital stock, 
and funded and floating debt for pur- 
pose of taxation $461,719,133.00 

i: 

Amount of capital stock, and funded 
and floating debt account con- 
struction or permanent improve- 
ments of railroads outside the ^ 
state, and not a part of this com- 
pany's road $ 40,719,102.10 

The actual cost of the acquisition of 
property held by this company 
(other than its railroad and its 
franchises and its real estate in 
this state not used for railroad 
purposes) in accordance with the 
terms of Chapter 283 of the Pub- 
Mc Acts of 1911 216,156.252.54 

Branches less than one-fourth aver- 
age value of trunk road 17,206,956.56 

Total deductions $274,082,31120 

Valuation of main line of road for pur- 
pose of taxation $187,636,821.80 
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Valuation of portion in Connecticut for 

purpose of taxation, fffJJ 85,692,896.78 

Valuation of branches in Connecticut for 

purpose of taxation 17,2064)66i6 

Valuation of road in Connecticut, includ- 
ing branches, for purpose of taxation $102,899,862i4 

Tax, 1% 1,028.998.62 

Less local taxes paid on property, includ- 
ing leased lines, not used for railroad 
purposes 64,837iS 

Net tax $974,1«W4 

BRANFORD STEAM RAILROAD COMPANY 

312 shares stock, @$100 $31,200.00 

Tax, 1% , 31100 

HARTFORD & CONNECTICUT WBSTE3RN RAILROAD COMPANY 

Total length 123.96 miles. 

In Connecticut 77.26 

Outside Connecticut 46.70 

29,670 shares stock, @$40 $1,186,800.00 

Funded debt 700,000.01 

Floating debt 819,78171 

Bonds: 

Convertible into stock 1,000.00 



Valuation for purpose of taxation $2,707,58171 

Valuation of portion in Connecticut, for purpose of 

taxation, ^y^^ 1,687,64141 

Tax, 1% 16,876.4J 

Less local taxes paid on property not used for railroad % 

purposes 446i4 

Net tax $16,430.1« 

NEW LONDON NORTHERN RAILROAD COMPANY 

Total length 121 miles. 

In Connecticut • 56 " 

Outside Connecticut 66 ** 

15,000 shares of stock, #$202 $3,030,000.00 

Funded debt 1,500,000.00 

Total value of shares of capital stock and funded and 

floating debt, for purpose of taxation $4,530,000.00 

Less expense construction and equipment railroads out- 
side state 287,49102 

Valuation for purpose of taxation $4,242,606.08 

Valuation of portion in Connecticut, for purpose of tax- 

aUon, ^ 1,963.474J0 

Tax, 1% 19,63474 

Less local taxes paid on property not used for railroad 

purposes 2,60190 

Net tax $17,mi4 
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NORWICH & WORCESTER RAILROAD COMPANY 

Total length ^71.07 miles. 

In Connecticut 63.16 " 

Outside Connecticut 17.91 " 

Shares preferred stock 30,000 

Owned by N. Y., N. H. ft H. R. R. Co 971 

Number of shares of capital stock for purpose 

of taxation 29,029 

29,029 shares preferred stock, @$195 $5,660,655.00 

Funded debt, $1,200,000.00— ©$92 1,104,000.00 

Total value of shares of capital stock, and funded and 

floating debt, for purpose of taxation $6,764,655.00 

Less: 

Amount of capital stock Issued and 
funded debt account purchase of 
capital stock and bonds of steam- 
boat company, 1,289 shares, @$195 $251,355.00 
Bonds, $280,000—@$92 257,600.00 

Total deductions $508,955.00 

Valuation for purpose of taxation $6,255,700.00 

Valuation of portion in Connecticut, for purpose of tax- 
ation, mi 4.679^31.91 

Tax, 1% 46,792.32 

SOUTH MANCHESTER RAILROAD COMPANY 

400 shares stock, @$40 $16,000.00 

Floating debt 56,139.24 

Valuation for purpose of taxation $72,139.24 

Tax, 1% 721.39 
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APPENDIX IV 

REPORT OP THE NEW YORK, NEW HAVEN AND HART- 
FORD RAILROAD COI^IPANY TO THE TAX 
COMMISSIONER FOR 1912 

To the Tax Commissioner of the State of Connecticut: 
Sir: 
The following is a true statement of the condition and afftin 
of The New York, New Haven & Hartford R. R. Co. as they ezlsM 
on the thirtieth day of September, 1912, given as required by law ai 
the Annual Return of said Company, for the purposes of tajLatioo;— 

1. The number of shares of its capital stock that have beet 
issued and are now outstanding is 1,796,286. 

2. The market value of each share of said full-paid stock is 
ascertained by obtaining the average of the closing bids or prtoei 
offered for said stock, or any shares thereof, during the twelve cod* 
secutive months preceding the time for maJKing this return, as regu- 
larly published by a board of brokers, to wit. New York Stock Ex- 
change, was $136.87. 

It is submitted, however, that the market value of this stock 
should not be ascertained in such manner because the sales on the 
N^w York Stock Exchange were relatively very few and small in 
amount and no large amount of this stock could have been sold at any 
time at the prices then quoted. It is submitted that the boaj*d of egnil- 
ization should find and fix a valuation of the full-paid stock at $135 pff 
share. 

3. The dividends paid per share on said stock during the yeir 
preceding the thirtieth day of September, 1912, and the dates of Ike 
said payments were as follows: 

September 30, 1911, $2.00 per share 

December 31, 1911, 2.00 

March 31, 1912, 2.00 

June 30, 1912, 2.00 

4. The compady has during the two years ending on the thirtidk 
day of September, 1912, paid regular dividends at the same annml 
rate per cent, on all of its shares of stock outstanding. 

5. The amount of the Company's funded debt was as follows: 
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MORTGAGE DEBT 



First Mortgage 4% bonds 

Co., 

General Mortgage 4% bonds 

Consolidated Mort. B% bonds 

Consilidated Mort. 6% bonds 

Consolidated Mort. 5% bonds 

General Mortgage 5% bonds 

Ist Refund. Mort 4% bonds 

Consolidated Mort. 5% bonds 

First Mortgage 6% bonds 

First Mortgage 4% bonds 

First Mortgage 4% bonds 

First Mortgage 4% bonds 

First Mortgage 4i% bonds 

First Mortgage 5% bonds 

First Mortgage 5% bonds 

Consolidated Mort 6% bonds 

First Mortgage 5% bonds 



N. Y., N. H. ft H. R. R. 
H. R. & P. C. due 

N. Y., P. & B. R. R. Co. 
Housatonic R. R. Co. 
Dan. & Nor. R. R. Co. 
Dan. & Nor. R. R. Co. 
Dan. & Nor. R. R. Co. 
Dan. & Nor. R. R. Co. 
N. H. & Derby R. R. 
Prov. & Spr. R. R. Co. 
Naugatuck R. R. Co. 
B. & N. Y. A. L. R. R. 
Prov. Terminal Co. 
Wore. & Conn. Ea. Ry. 
Win. Ave. R. R. Co. 
New Haven St. Ry. 
New Haven St. Ry. 
N. H. & Centre St. Ry. 
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1954 
1942 
1937 
1920 
1920 
1925 
1955 
1918 
1922 
1954 
1955 
1956 
1943 
1912 
1913 
1914 
1983 
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folidated Mort. 
t Mortgage 
t Mortgage 
t l^ortgage 
t Mortgage 
t Mortgage 
t Mortgage 
t Mortgage 
t Mortgage 
t Mortgage 
Ik)n8. Mort. 
t Mortgage 
t Mortgage 
t Mortgage 
lolidated Mort 
tolidated Mort. 
t Mortgage 
t Mortgage 

Con. Mort. 



5% bonds Meriden Horse R. R. 
6% bonds Norwich St Ry. Co. 
5% bonds Montville St Ry. Co. 
5% bonds New London St. Ry. 
5% bonds Middletown H. R. R. 
6% bonds Portland St. Ry. Co. 
5% bonds H. M. & R. Tram. Co. 
4% bonds Hartford St Ry. Co. 
5% bonds Greenwich Tram. Co. 
5% bonds Branford Elec. Co. 
5% bonds Bran. Lt. & Water Co. 
5% bonds Tor. & Win. St Ry. 
5% bonds Mer. S. & Com. Tr. Co. 
4% bonds Pawtuxet Val. R. R. 
4% bonds New England R. R. 
5% bonds New England R. R. 
5% bonds Staf. Sp. St Ry Co. 
5% Gk)ld Notes Roxbury Central 

Wharf Co. 
4% Gold Bonds, New Haven A 

Northampton Co. 
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Conv. Debs. 


4% 


tt 




Conv. Debs. 


4% 


it 




Conv. Debs. 


4% 


« 







1924 


415.00(MM 




1923 


350,000.00 




1920 


250,000.00 




1923 


150,000.00 




1914 


150,000.00 




1916 


30,000.00 




1924 


200.000.00 




1930 


2,500,000.00 




1931 


320.000.00 




1937 


63,000.00 




1951 


3.000.00 




1917 


150,000.00 




1928^ 


175,000.00 




1925 


160,000.00 




1945 


10,000,000.00 




1945 


7,500,000.00 




1956 


400,000.00 



«< 



« 



1912 



7,000.00 



1956 2,400,000.00 







$ 59,986,000.00 


due 1948 


$39,029,000.00 


« 


1956 


10,348,050.00 


It 


1908 


4.100.00 


$1 


1914 


5,000.000.00 


u 


1947 


5,000,000.00 


tt 


1947 


5.000,000.00 


tt 


1954 


10,000,000.00 


tt 


1955 


15,000,000.00 


tt 


1956 


15,000,000.00 


tt 


1912 


13,000.00 


tt 


1922 


27,985,000.00 


tt 


1930 


234,000.00 


tt 


1980 


165,000.00 


tt 


1930 


969,650.00 


tt 


1954 


4,255,000.00 


tt 


1955 


2,309,000.00 


tt 


1965 


1,340,000.00 


tt 


1956 


2,011,000.00 



Total Funded Debt 



6. The amount of the Company's floating debt was 

7. A part of the indebtedness of this company, to 
its funded debt, is below par in value, the market value 
as follows: 

4% bonds N.Y.,N.HifcA.--H.R&P.C. due 1954 

~ ~ 1942 



t Mort 

. Mort 4% bonds N. Y., P. & B. R. R. 

t Ref. Mort 4% bonds Dan. & Nor. R. R. 

t Mort 4% bonds Naugatuck R. R. 

t Mort 4% bonds B. & N. Y. A. L. R. R. 

t Mort 4% bonds Hartford St. Ry. 

t Mort. 4% bonds Pawtuxet Val. R. R. 



$143,662,800.00 
$203,648,800.00 

$33,395,000.00. 

wit, a part of 

thereof being 

@)98 $14,700,000.00 



1955 
1954 
1955 
1930 
1925 



©95 



@99} 



783,020.00 

332,500.00 

2,450,000.00 

3,739,230.00 

2,487,500.00 

153,600.00 
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Cons. Mort 4% bonds New England R. R. 

Ref. Cons. Mort 



« 

«< 
« 



Gold Bonds 4% 
Non-Conv. Debs 4% 

4% 

3i% 

3i% 

4% 

4% 

European Loan 

of 1907 4% 

Non-Cony.Deb8.31% 
Series M 4% 
3, 3^ ft 4% 
4% 
4% 
4% 
4% 
Con. Deb. 3^% 



N. H. ft No. Co. 

N. Y., N. H. ft H. R. 



tt 



(« 



« 



« 



<( 



tt 



t€ 
« 

« 
« 



Naugatuck R. R. 
Hartford St. Ry. ' 
Cons.. Ry. Co. 



tf 



tt 



tt 



tt 



N. Y., N. H. ft H. 



tt 


1945 e99 


9,900.0011 


tt 


1966 ©98 


2Mm 


R. " 


1914 @98 


4,900,OOU 


tt 


1947 @90 


4,5OO.00fti 


tt 


1947 ©78 


3,900,Mli 


tt 


1954 ©78 


7,800,OM| 


tt 


1955 ©90 


13,500^ 


tt 


1956 ©90 


umM 


due 1922 @93.605 


27.146,4581 


« 


1930 ©89 


208,2$&i 


tt 


1930 ©95 


156,7Mi 


tt 


1930 ©87 


843,5911 


tt 


1954 ©90 


3.839,5M1 


tt 


1955 ©90 


2.078AOII 


tt 


1955 ©90 


1^0€,0()Ul 


tt 


1956 ©90 


1.809,96(11 


tt 


1956 ©90 


9,313,2411^ 



The market value of the rest of the funded debt was 
not below par and therefore should be listed for tax- 
ation at 

Making the total valuation of the funded debt for the 
purposes of taxation 



$131,688.6 



61,646,10ai 



$193,134,7Sftfl 



8. There were no unpaid bonds secured by mortgage on the 
property of this company by any of its predecessors in title and 
legally convertible into the capital stock of this company. 

9. There were no bonds issued by any town or city of the descrip- 
tion mentioned in section 2315 of the General Statutes. 

10. The amount of money actually on hand in cash in the treasury 
or in the possession of the proper officers or agents of this company 
was $23,059,798.93 

11. The amount paid for taxes in the State of Connecticut during 
the year aiding on the thirtieth day of September, 1912, upon real 
estate owned by this Company and not used for railroad purposes 
was $164,837.28 

This amount includes some taxes paid by this company on land 
held under railroad leases. 

12. The whole length of its road was 785.60 miles. 

In accordance with the terms of section 2425 of the General 
Statutes in fixing the aforesaid length, the lengths of branches in this 
state elsewhere herein specified as being of less value per mile than 
one-fourth of the average value per mile of the trunk road, have not 
been included. 

13. The length of those portions of its road lying without the 
State of Connecticut was 426.82 miles. 

THE NEW YORK, NEW HAVEN ft HARTFORD RAILROAD CO. 

Statement of whole length of road, divided to 
show those portions lying within and without the 
State of Connecticut as shown in Sections 12 and 
13 of the Tax Return, September 30th, 1912. 
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Total 

Woodlawn to Providence 173.46 

Cedar Hill Junction to Springfield 60.27 

Naugatuck Junction to Winsted 56.03 

Auburn to Hope 10.36 

Auburn to Henderson St 3.58 

Valley Palls to Pranklin 13.59 

Providence to Douglass Junction 27.73 

Woonsocket to Harrisville 9.45 

Boston to Hopewell Junction 213.08 

Wicopee to Pishkill Landing 1.65 

Woonsocket to Needham Junction 24.77 

Needham Junction to Cook St '. 3.90 

Boston Freight Branch 1.04 

Providence/ R. I. to Conn. State Line 25.80 

West Roxbury to Needham 4.53 

Southbridge to Conn. State Line 12.01 

B. & A. R. R. Junction, Springfield to 

Conn. State Line 8.14 

Dedham Junction to Dedham 1.53 

Islington to Dedham 2.00 

Providence to East Providence 1.88 

Connection at East Providence with B. & 

P., P. & W. and P. W. & B. Railroads .30 

Wickford Jet to Wickford Landing 3.42 

Mass. State Line to Shelboume Jet 43.38 

Northampton to Williamsburgh, Mass. . . . 7.70 

South Deerfield to Turners Palls 9.99 

Mass. State Line to Pittsfield 36.69 

Van Deusenville Jet to State Line, Mass. 9.54 

Franklin Jet to Ashland 19.78 



In Oon- 


Out of Ooa- 


nectieut 


neeticttt 


115.39 


58.07 


54.32 


5.95 


56.03 






10.36 




3.58 


" 


13.59 




27.73 




9.45 


133.04 


80.04 




1.65 




24.77 




3.90 




1.04 




25.80 




4.53 




12.01 




8.14 




1.53 




. 2.00 




1.88 




.30 




3.42 




43.38 




7.70 




9.99 




36.69 




9.54 




19.78 



785.60 358.78 426.82 



14. The length and value of each branch in the State of Con- 
necticut of less value per mile than one-fourth of the average value 
per mile of the trunk road was as follows: 
Middletown, New Britain and 

Suffield Branches 16.47 Miles Valuation $ 175,755.03 

New Canaan Branch 7.92 Miles Valuation 118,500.06 

Derby Branch 1.66 Miles Valuation 16,600.00 

Shepaug Branch 32.28 Miles Valuation 1,051,017.99 

Valley Branch 46.20 Miles Valuation 1,533,570.95 

1-Housatonic Branch 81.58 Miles Valuation 4,211,892.60 

Colchester Branch 3.59 Miles Valuation 25,000.00 

2-New Haven & Derby Branch . . 14.55 Miles Valuation 1,514,778.71 

3-Danbury Branch 33.57 Miles Valuation 1,576,606.91 

Middletown, Meriden and Water- 
bury Branch 24.19 Miles Valuation 1,000.00 

Rockville Branch 4.60 Miles Valuation 50,000.00 

Melrose to Rockville Branch . . . 7.22 Miles Valuation ) 

East Hartford to State Line \ 253,718.77 

Branch 20.17 Miles Valuation j 

Boston & New York Air Line 

Branch 51.27 Miles Valuation 4,367,459.65 

Willimantic to R. I. State Line 

Branch 31.96 Miles Valuation 483,910.88 

East Thompson to State Line 

Branch 5.35 Miles Valuation 37,086.78 
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Watertown Branch 4.82 Miles Valuation 

Bfanufacturers' Branch 2.00 Miles Valuation 

Street Railways 17.77 Miles Valuation 

Northampton Branch 65.52 Miles Valuation 



22,000.00 

430,039i( 

1^82,46U0 



472.69 $17,206,9iiil 

NOTE. 

1. This includes $2,839,000 of Housatonic Bonds. 

2. This includes $675,000 of New Haven ft Derby Bonds. 

3. This includes $1,000,000 of Danbury A Norwalk Bonds. 

15. The amount of the funded and floating debt of this comptflf 
occasioned by and of its capital stock issued for amounts expeaied 
by it in the construction or permanent improvement of railrcwids ii 
other States leased or held by it and which are not parts of its ova 
road, or in the purchase of equipment for exclusive use on such nfl- 
roads, to be deducted in accordance with the terms of Section M? 
of the General Statutes from the total amount of its funded mA 
floating debt and stock in computing the amount of the tax to be pili 
by this company to this State was as follows, to wit: 
Providence ft Worcester R. R. (In Mass. ft R. I.) . . . . $l»5(r3,26i1l 

Boston ft Providence R. R. (In Mass. ft R. I.) 7,336,MJ8 

Providence, Warren ft Bristol R. R. (In R. I.) 295,8HJS 

Old Colony R. R. (In Mass. ft R. L) 2,702,OU» 

Norwich ft Worcester R. R. (In Mass.) 576,271M 

Harlem River ft Port Chester R. R. (In N. Y.) 26,22041U1 

Holyoke ft Westfleld R. R. (In Mass.) 16,51IJI 

On Boston & Providence R. R. and Old Colony R. R. at 

Readville Car Shops 907,UkU 

On Union Freight R. R. (In Mass.) l»090,4Mlll 

$40J19,l«Sa« 

16. The amount of the Capital Stock of this Company iasaai 
under the provisions of the laws of this State in exchange for or 
purchase of the capital stock of railroad corporations whose linSB if 
railroad are without the limits of this State and are not a part iC 
this Company's own road, to be deducted in accordance with the turn 
of Chapter 173 of the Public Acts of 1903 from the total amoaot ti 
the Company's capital stock in computing the amount of taxes to le 
paid by this Company to this State is as follows, to wit: 

In exchange for the capital stock of the Old Colony 

Railroad Company 50,571 eluiw 

In exchange for the capital stock of the Harlem River 

ft Port Chester Railroad Co 10,000 shatii 

17. The actual cost of the acquisition of property held by ftli 
(Company (other than its railroad and its franchises and its Sill 
estate in this State not used for railroad purposes) as to which It'il 
not possible within the meaning of Chapter 283 of the Public Adl tf 
1911 to specify the amount of its capital stock issued for or the 
of its funded and floating debt occasioned by the acquisition of 
pnq^erty (the amount of which cost is in accordance with the 
of Chapter 283 of the Public Acts of 1911 to be deducted fnaafte 
total amount of its funded and floating debt and capital stock in m^ 
puting the amount of tax to be paid by this Company) is as fdkm 
to wit: 

Capital Stock of Berkshire Street Railway Co $ 5,04UHII 

Obligations of —do— 2315,0«yi 

Capital Stock of Boston ft Providence R. R. Corporation l»5ai,ilUI 
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Common Stock of Boston R. R. Holding Co 3,106,600.00 

Preferred Stock —do— 24,493,900.00 
Through this intermediary this Company holds 219,189 

Common Shares and 6,543 Preferred Shares of the 

Capital Stock of the Boston ft Maine R. R. 

Capital Stock of Boston Terminal Company 200,000.00 

Capital Stock of Central New England Railway Co 1,886,188.96 

Obligations of —do— 93,31L00 

Capital Stock of the Connecticut Company 40,000,000.00 

Capital Stock of Hartford & Conn. Western R. R. Co. . . 1,198,261.26 

Obligations of —do— 819,781.71 

Capital Stock of Holyoke & Westfield Railroad Co 20,000,00 

Capital Stock of The New England Navigation Co 56,917,399.48 

Obligations of —do— 6,571,422.30 

Capital Stock of New York Connecting Railroad Co 1,527,204.33 

Obligations of —do— 1,239,520.56 

Capital Stock of New York, Ontario & Western Ry. Co. 13,108,397.62 

Capital Stock of New York & Stamford Railway Co 610,643.40 

Obligations of —do— 619,906.50 

Capital Stock of#^. Y., Westchester & Boston Ry. Co. ... 6,241,951.76 

Obligations of —do— 7,837,444.46 

Capital Stock of Old Colony Railroad Co. 6,902,381.80 

Capital Stock of Prov. Warren ft Bristol R. R. Co 730,432.67 

Obligations of —do— 38,617.77 

Capital Stock of Providence ft Worcester R. R. Co 2,318,638.46 

Capital Stock of The Rhode Island Company 24,352,336.41 

Obligations of —do— 1,776,000.00 

Obligations of Rutland Railroad Co 150,000.00 

Capital Stock of The Vermont Company 671,164.00 

Obligations of —do — 906,000.00 

Obligations of Westchester Street Railroad Co 1,076,445.81 

Capital Stock of Wood River Branch R. R. Co 21,477.50 

Obligations of —do— 4,500.00 

Obligations of Chicago ft Eastern Illinois R. R. Co 25,300.00 

Obligations of Chicago, Burlington ft Quincy R. R. Co. . 12,810.00 

Obligations of Chicago, Rock Island ft Pacific R. R. Co. 38,000.00 

Obligations of Pawtuxet Valley Electric St. Ry. Co 39,900.00 

Capital Stock of Pennsylvania R. R. Co 66,562.96 

Capital Stock of Connecticut River R. R. Co. 276,220.04 

Capital Stock of Manchester ft Lawrence R. R. Co 14,081.66 

Capital Stock of Hereford R. R. Co 21,928.77 

Capital Stock of Concord ft Montreal R. R. Co 396,765.70 

Capital Stock of Vermont ft Massachusetts R. R. Co. ... 30,439.77 

Capital Stock of Lowell ft Andover R. R. Co 41,919.26 

Capital Stock of Boston ft Lowell R. R. Co 88,776.13 

Capital Stock of Pemigewasset Valley R. R. Co 99,676.61 

Capital Stock of Conn, ft Passumpsig Rivers R. R. Co. . 207,607.44 

Capital Stock of Upper Coos R. R. Co 10,242.76 

Capital Stock of Concord ft Portsmouth R. R. Co 3,286.00 

Capifal Stock of Northern R. R. Co. of New Hampshire 130.760.27 

Capital Stock of Nashua ft Lowell R. R. Co 20,170.61 

Capital Stock of Massawippi Valley R. R. Co 3,380.00 

Capital Stock of Wilton R. R. Co 17,123.61 

Capital Stock of Pittsfleld ft North Adams R. R. Co 6,966.26 

Capital Stock of Peterboro R. R. Co 1,603.00 

Obligations of Connecticut Railway ft Lighting Co. . . . 137,230.00 

$216,156,262.54 

(Signed) A. S. MAY, Treasurer, The N. Y., N. H. ft H. R. R. Co. 
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STATE OP CONNECTICUT, 
COUNTY OP NEW HAVEN: 

On this 7tli day of November, 1912, in the City of New Het^ 
in said County, came A. S. May, and being duly sworn, deposes and 
says: 

THAT HE, the said A. S. May, is the Treasurer of the New York, 
New Haven ft Hartford Railroad Co. and resides in the City of Bridge- 
port, in the State of Connecticut; that the above statement signed 
by him is a true statement of the condition and aftairs of the New 
York, New Haven k Hartford R. R. Co., as they existed on the thirtieth 
day of September, 1912, in the particulars as therein stated. 

Signed: A. S. MAY. 
Subscribed and sworn to before me, 

ARTHUR W. BOWMAN. 

Notary Public. 
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